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To  the  Depository  Institutions  in  the 
Second  Federal  Reserve  District: 


It  is  my  privilege  to  send  to  you  the  Eighty-Fifth  Annual  Report  of  the  Federal  Reserve  Bank 
of  New  York. 

In  the  “Report  from  the  President,”  I  review  the  Bank’s  major  achievements  in  1999.  My  report 
describes  our  preparations  for  the  century  date  change  and  outlines  several  new  initiatives  intended 
to  foster  more  flexible  responses  to  changing  economic  and  financial  conditions  and  greater 
collaboration  within  the  Bank.  I  also  discuss  the  challenges  facing  Bank  management  and  staff 
as  we  seek  to  improve  productivity,  efficiency,  and  the  quality  of  service  delivery  to  our  customers. 
In  addition  to  surveying  the  Bank’s  activities  for  the  year,  the  Annual  Report  presents  detailed 
tables,  with  extensive  notes,  on  the  Bank’s  financial  condition. 

During  1999,  I  spoke  publicly  about  the  challenges  of  global  financial  reform  and  the  changing 
structure  and  functions  of  banking  organizations  and  the  financial  sector.  In  “Global  Financial 
Reform:  A  Regulator’s  Perspective,”  an  address  I  delivered  in  New  York  before  the  Foreign  Policy 
Association’s  conference  Global  Capital  Markets  and  a  New  International  Financial  Architecture , 
I  discussed  how  certain  key  projects  of  the  Basel  Committee  on  Banking  Supervision  will  promote 
sustainable  improvements  in  banking,  financial  market,  and  supervisory  practice.  The  text  of  that 
address  is  reprinted  in  this  Annual  Report. 

I  hope  you  find  the  Annual  Report  informative  and  interesting. 


William  J.  McDonough 
President 
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GLOBAL  FINANCIAL  REFORM: 
A  REGULATOR’S  PERSPECTIVE 


I  am  delighted  to  take  part  this  afternoon 
in  the  Foreign  Policy  Association’s  conference 
Global  Capital  Markets  and  a  New  International 
Financial  Architecture.  It  is  a  special  pleasure 
to  be  here  among  so  many  old  friends  and 
colleagues. 

In  my  remarks  today,  I  will  focus  primarily 
on  issues  related  to  my  responsibilities  as 
Chairman  of  the  Basel  Committee  on  Banking 
Supervision.  First,  I  would  like  to  give  you 
a  brief  update  on  the  Committee’s  efforts  to 
implement  globally  an  agreement  reached 
initially  in  September  1997  on  Core  Principles 
for  Effective  Banking  Supervision.  Second,  I 
will  describe  the  Committee’s  work  to  pro¬ 
mote  improvements  in  risk  management, 
including  some  related  lessons  drawn  from 
the  near-bankruptcy  of  Long  Term  Capital 
Management  (LTCM).  Third,  I  will  discuss 
the  Committee’s  proposal  for  a  new  capital 
adequacy  framework  to  replace  the  1988 
Capital  Accord  and  give  you  some  idea  of  what 
our  timetable  is.  Many  of  these  efforts  were 
initiated  prior  to  the  Russian  financial  collapse 
in  the  summer  of  1998.  There  is  no  doubt, 
however,  that  all  went  into  significantly  higher 
gear  thereafter. 

Let  me  turn  first  to  updating  you  on  the 
status  of  the  Core  Principles  for  Effective 
Banking  Supervision.  This  is  an  initiative  the 
Basel  Committee  embarked  on  in  the  mid- 


1990s  in  the  belief  that  there  was  a  need  to 
foster  more  effective  banking  supervision 
throughout  the  global  financial  markets.  In 
developing  the  Core  Principles,  the  Committee 
sought  to  craft  a  document  that  would  have  the 
legitimacy,  quality,  and  flexibility  to  meet  the 
needs  of  bank  supervisors  around  the  world. 
To  this  end,  the  Committee  made  it  a  key 
point  throughout  the  various  stages  of  the  pro¬ 
ject  to  consult  broadly  with  other  supervisors, 
particularly  those  from  emerging  market 
countries. 

The  Core  Principles  document  that  resulted 
from  this  process  brings  together  concisely  in 
one  place  all  of  the  fundamental  elements 
needed  to  carry  out  effective  banking  super¬ 
vision — a  remarkable  achievement  in  its  own 
right.  Equally  important,  in  my  view,  the 
document  also  balances  the  desire  to  set  high 
standards  for  supervisory  practices  with  a 
pragmatic  recognition  that  not  all  countries 
are  in  the  same  stage  of  financial  market 
development.  As  such,  the  Core  Principles 
document  is  of  particular  importance  for 
emerging  market  countries  because  it  estab¬ 
lishes  a  clear  set  of  standards  against  which 
each  country’s  current  approaches  and  progress 
can  be  measured. 

I  am  convinced  that  the  flexibility  embod¬ 
ied  in  the  Core  Principles — combined  with  the 
valuable  substantive  guidance  the  principles 


I  am  convinced  that  the 
flexibility  embodied  in 
the  Core  Principles — 
combined  with  the 
valuable  substantive 
guidance  the  principles 
provide — is  the  right 
model  for  achieving 
sustainable  improvements 
in  financial  market 
practices. 
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Without  the  support 
and  backing  of  national 
authorities  to  follow 
through  with  the 
implementation  of  {the 
Core  Principles},  our 
broader  efforts  simply 
cannot  be  effective. 


provide — is  the  right  model  for  achieving  sus¬ 
tainable  improvements  in  financial  market 
practices.  The  fact  that  a  number  of  other 
international  groups  have  in  recent  years  also 
developed  “core  principles”  in  their  respective 
areas  of  expertise  confirms  to  me  the  value  of 
the  Basel  Committee’s  approach. 

Today,  approximately  120  countries  en¬ 
dorse  the  Core  Principles.  Just  last  month,  I 
am  pleased  to  report,  the  Basel  Committee,  in 
cooperation  with  the  International  Monetary 
Fund  and  the  World  Bank,  produced  a 
follow-up  report  entitled  Core  Principles 
Methodology.  This  follow-up  report  was  initi¬ 
ated  in  response  to  requests  from  a  number  of 
countries  for  additional  guidance  on  how  to 
interpret  and  implement  the  Core  Principles. 
What  the  methodology  report  does  is  to 
develop  specific  criteria  to  evaluate  how  the 
Core  Principles  are  being  implemented  in 
individual  countries.  The  new  methodology 
provides  two  sets  of  criteria  for  each  Core 
Principle.  One  set  of  criteria  focuses  on  issues 
deemed  essential  for  the  minimum  imple¬ 
mentation  of  the  Core  Principles;  the  other 
focuses  on  those  issues  deemed  to  represent 
“best  practice.” 

The  International  Monetary  Fund  and  the 
World  Bank  currently  use  this  new  methodol¬ 
ogy  to  assess  the  banking  sectors  in  individual 
countries.  Looking  ahead,  the  Basel  Committee 
plans  to  bring  together  sometime  next  year 
supervisors  from  emerging  market  countries 
and  representatives  from  the  International 
Monetary  Fund  and  World  Bank  to  discuss  the 
lessons  learned  from  this  initiative.  The  pro¬ 


jected  meeting  is  part  of  the  Basel  Committee’s 
ongoing  commitment  to  ensure  that  the  Core 
Principles  remain  on  point  and  relevant  to 
banking  supervisors  worldwide. 

I  must  stress,  however,  that  the  most 
important  efforts  to  implement  the  Core 
Principles  continue  to  be  the  job  of  the  indi¬ 
vidual  countries.  Without  the  support  and 
backing  of  national  authorities  to  follow 
through  with  the  implementation  of  these 
principles,  our  broader  efforts  simply  cannot 
be  effective. 

In  this  connection,  the  Basel  Committee 
has  long  recognized  the  need  for  effective 
training  and  seminars  for  participants  in  the 
global  bank  supervision  community.  Over  the 
years,  it  has  sponsored  numerous  programs  that 
have  been  beneficial  in  allowing  supervisors 
from  different  countries  to  share  experiences 
and  exchange  ideas  for  improved  practices. 
Building  on  its  long-standing  commitment  to 
these  outreach  efforts,  the  Basel  Committee, 
together  with  the  Bank  for  International 
Settlements,  established  the  Financial  Stability 
Institute  in  1998.  The  Institute  currently 
conducts  leadership  training  targeted  to  super¬ 
visors  in  emerging  market  countries,  facilitates 
technical  assistance  in  individual  countries, 
and  provides  training  on  a  regional  basis. 

The  Basel  Committee  also  plays  a  key  role 
in  the  Financial  Stability  Forum,  which  was 
established  by  the  Group  of  Seven  Finance 
Ministers  and  Governors  in  early  1999. 
Through  the  Forum,  the  Basel  Committee  is 
able  to  share  its  experience  in  implementing 
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the  Core  Principles  with  other  organizations 
that  have  embarked  on  similar  initiatives,  such 
as  IOSCO,  the  International  Organization  of 
Securities  Commissions.  More  broadly,  the 
Financial  Stability  Forum  is  coordinating  an 
effort  to  improve  awareness  of,  and  accessi¬ 
bility  to,  training  for  regulators  and  supervisors 
worldwide. 

Turning  to  the  Basel  Committee’s  efforts 
to  promote  improvements  in  risk  manage¬ 
ment,  I  will  comment  first  on  the  work  related 
to  highly  leveraged  institutions.  As  I  have 
indicated  in  other  settings,  the  LTCM  episode 
and  the  proper  supervisory  response  to  it  are 
fundamentally  about  two  things:  leverage  and 
good  judgment.  Leverage  is  an  important  part 
of  our  financial  system,  and  most  of  the  time 
it  plays  a  positive  role  in  enhancing  market 
liquidity  and  ensuring  a  more  efficient  alloca¬ 
tion  of  resources.  At  times,  however,  financial 
institutions  can  go  too  far  in  extending  credit. 
This  is  where  the  critical  role  of  good  judg¬ 
ment  comes  in.  Let’s  not  forget  that  a  banker’s 
two  most  important  decisions  are  whom  to 
do  business  with  and  how  far  that  business 
relationship  should  be  pursued. 

One  of  the  fundamental  aims  of  supervi¬ 
sors  is  to  ensure  that  banks  are  using  the  right 
tools  to  make  these  difficult  decisions.  These 
tools  include  risk  measurement  methods  and 
risk  management  techniques  that  are  appro¬ 
priate  to  the  nature  of  the  risks  involved. 

Following  the  LTCM  episode,  the  Basel 
Committee  put  together  a  working  group  to 
focus  on  the  relationship  between  banks  and 


highly  leveraged  institutions.  Our  goal  was  to 
provide  a  framework  for  identifying  the 
broader  issues  raised  by  LTCM,  the  appropri¬ 
ate  policy  responses  for  supervisors,  and  the 
key  risk  management  challenges  for  the 
industry  going  forward. 


Under  the  leadership  of  Jan  Brockmeijer  of 
the  Netherlands  Bank,  the  Basel  Committee’s 
report  was  completed  in  January  1999.  It 
revealed  a  number  of  deficiencies  in  banks’  risk 
management  practices.  In  particular,  it  noted 
an  imbalance  among  the  key  elements  of  the 
credit  risk  management  process,  with  too 
strong  an  emphasis  on  the  role  of  collateral  in 
protecting  against  credit  loss.  This  undue 
emphasis  caused  many  banks  to  neglect  other 
critical  elements  of  effective  risk  management, 
including  in-depth  credit  analyses  of  counter¬ 
parties,  measurement  of  exposure,  and  the  use 
of  stress  testing. 


The  Basel  Committee’s 
report  found  that  banks 
did  not  obtain  sufficient 
financial  information  to 
assess  the  types  and  extent 
of  risk  assumed  by  large, 
highly  leveraged 
institutions. 


To  make  sound  credit  decisions,  banks 
need  to  obtain  sufficient  information  about 
the  borrower  to  provide  a  comprehensive  and 
timely  picture  of  its  risk  profile  and  credit 
quality.  This  is  true  whether  the  extension  of 
credit  occurs  through  a  loan  or  through  a 
counterparty  trading  relationship.  Yet  the  Basel 
Committee’s  report  found  that  banks  did  not 
obtain  sufficient  financial  information  to  assess 
the  types  and  extent  of  risk  assumed  by  large, 
highly  leveraged  institutions.  In  particular, 
banks  did  not  obtain  the  information  needed 
to  assess  leverage,  risk  concentrations  in  par¬ 
ticular  markets,  or  the  liquidity  risk  profile  of 
individual  institutions. 
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A  key  lesson  of  the  LTCM 
episode  is  that  credit  and 
market  risk  cannot  be  seen 
as  completely  distinct,  but 
are  liable  to  interact  and 
reinforce  each  other  under 
highly  stressful  conditions. 


The  Basel  Committee’s  report  also  con¬ 
cluded  that  banks  should  develop  more  effec¬ 
tive  measures  of  potential  future  exposure, 
in  recognition  of  the  possibility  that  credit 
exposures  can  change  over  time  as  market 
conditions  fluctuate.  The  ability  to  measure 
potential  future  exposure  is  critical  when 
dealing  with  large  trading  counterparties  such 
as  highly  leveraged  institutions,  especially  in 
volatile  market  conditions.  Unfortunately, 
methods  for  measuring  potential  future  expo¬ 
sure  have  not  kept  pace  with  the  growth  and 
composition  of  trading  activity. 

The  Basel  Committee’s  report  also  showed 
that  banks  must  develop  approaches  that  better 
account  for  credit  risk  under  distressed  market 
conditions.  A  key  lesson  of  the  LTCM  episode 
is  that  credit  and  market  risk  cannot  be  seen  as 
completely  distinct,  but  are  liable  to  interact 
and  reinforce  each  other  under  highly  stressful 
conditions.  The  use  of  more  rigorous  stress  test¬ 
ing,  therefore,  could  have  given  banks  better 
warning  of  the  types  of  exposures  they  faced. 

Together  with  this  January  1999  report,  the 
Basel  Committee  issued  a  sound  practices  doc¬ 
ument  setting  forth  guidance  for  banks  and 
supervisors  on  these  topics.  For  example,  these 
sound  practices  called  upon  banks  to 

♦  establish  clear  policies  governing  their 
involvement  with  highly  leveraged 
institutions, 

♦  adopt  credit  standards  addressing  the 
specific  risks  associated  with  these 
institutions, 


♦  establish  meaningful  measures  of 
potential  future  exposure  as  well  as 
credit  limits  incorporating  the  results 
of  stress  testing,  and 

♦  monitor  exposure  on  a  frequent  basis. 

I  am  pleased  to  report  that  the  Basel  Com¬ 
mittee’s  recommendations  on  highly  leveraged 
institutions  have  been  reinforced  by  the  recom¬ 
mendations  of  subsequent  efforts,  including 
reports  by  the  President’s  Working  Group  on 
Financial  Markets  and  the  Counterparty  Risk 
Management  Policy  Group.  There  is  clearly 
widespread  agreement  between  the  private 
sector  and  the  official  community  about  the 
steps  that  firms  need  to  take  to  address  the 
weaknesses  in  risk  management  identified  in 
the  LTCM  episode.  The  key  remaining  issue  is 
the  strength  of  the  private  sector’s  resolve  to 
implement  these  measures. 

For  its  part,  the  supervisory  community 
is  carefully  monitoring  the  efforts  of  banks 
to  follow  through  with  the  implementation  of 
improved  risk  management  practices  for  highly 
leveraged  institutions.  The  Basel  Committee 
intends  to  prepare  a  follow-up  report  on  the 
progress  banks  are  making.  In  my  view,  the 
degree  of  improvement  will  signal  whether  the 
industry  has  truly  absorbed  the  lessons  of  the 
LTCM  episode. 

The  approach  the  Basel  Committee  has 
taken  with  respect  to  highly  leveraged  institu¬ 
tions  mirrors  its  efforts  in  addressing  other  risk 
management  issues.  A  primary  aim  of  the 
Committee  is  to  identify  and  promote  prudent 
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risk  assessment  and  control  practices  by  banks. 
By  setting  out  state-of-the-art  practices  in  key 
areas,  the  Committee  provides  banks  and 
their  supervisors  worldwide  with  the  tools  to 
measure  industry  progress  toward  the  goal  of 
effective  risk  management. 

In  recent  years,  the  Basel  Committee  has 
engaged  in  a  sustained  effort  to  develop  and 
publicize  sound  practices  in  a  variety  of  areas. 
This  has  included  papers  on  such  topics  as 

♦  the  management  of  credit  risk, 

♦  loan  accounting  and  credit  risk 
disclosure, 

♦  guidance  for  managing  foreign  exchange 
settlement  risk, 

♦  enhancing  corporate  governance  in 
banking  organizations, 

♦  a  framework  for  internal  control 
systems  in  banking  organizations, 

♦  operational  risk  management,  and 

♦  risk  management  for  electronic  banking 
and  electronic  money  activities. 

For  anyone  interested,  the  details  of  these 
reports  are  available  on  the  web  site  of  the  Bank 
for  International  Settlements. 

Before  turning  to  capital  adequacy  issues,  I 
would  like  to  highlight  some  key  elements 
from  two  recent  papers  on  sound  practice.  In 
July,  the  Basel  Committee  issued  for  comment 
a  report  on  the  management  of  credit  risk. 
This  is  a  particularly  important  topic  since 
the  major  cause  of  serious  banking  problems 


continues  to  be  directly  related  to  poor  prac¬ 
tices  regarding  credit  risk  management.  A  key 
focus  of  the  report  is  the  need  for  banking 
organizations  to  develop  an  overall  business 
strategy  for  credit  risk  that  incorporates  the 
tolerance  for  risk  and  the  level  of  profitability 
the  bank  expects  to  achieve  from  incurring 
various  credit  risks.  A  strategic  approach  to 
credit  risk  provides  a  coherent  framework  for 
practices  in  such  areas  as  credit-granting  crite¬ 
ria,  credit  limits,  and  credit  risk  monitoring. 

A  second  paper,  issued  by  the  Basel 
Committee  in  September,  addresses  the  subject 
of  corporate  governance  in  banking  organiza¬ 
tions.  As  you  know,  corporate  governance, 
especially  the  role  of  boards  of  directors,  is  of 
particular  interest  in  this  country.  More  intense 
competition,  rapid  change,  and  increased  com¬ 
plexity  in  many  business  activities  mean  that 
responsible  and  independent  oversight  by 
boards  of  directors  plays  a  more  crucial  role  in 
ensuring  that  a  firm’s  business  strategy  is  sound 
and  its  leadership  effective. 

I  am  convinced  that  the  need  for  strong 
corporate  governance  is  equally  great  in 
emerging  market  countries,  where  banks  and 
other  financial  institutions  face  comparable 
pressures.  The  Basel  Committee’s  September 
paper  outlines  several  elements  that  are  critical 
to  a  sound  corporate  governance  process.  These 
elements  include  the  installation  of  qualified 
boards  of  directors  with  clearly  defined 
responsibilities,  the  importance  of  oversight  by 
directors  and  senior  management,  the  need  for 
clear  lines  of  management  responsibility  and 


In  recent  years,  the  Basel 
Committee  has  engaged 
in  a  sustained  effort  to 
develop  and  publicize 
sound  practices  in  a 
variety  of  areas. 
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In  June,  the  {Basel} 
Committee  released  a 
consultative  paper  laying 
out  our  vision  for  a  new 
capital  adequacy 
framework. 


accountability,  and  the  effective  use  of  internal 
and  external  auditors. 

Both  the  July  and  September  reports  pro¬ 
vide  a  flavor  of  the  Basel  Committee’s  efforts  to 
promote  stronger  risk  management  practices 
within  the  global  banking  community. 
Although  these  efforts  sometimes  receive  less 
public  attention  than  our  work  on  capital 
adequacy,  I  believe  that  they  play  significant 
roles  in  helping  to  set  standards  for  prudent 
risk  taking  that  can  be  used  by  banks  and  their 
supervisors  worldwide. 

Lastly,  I  would  like  to  update  you  on  the 
Basel  Committee’s  major  effort  to  revise  the 
1988  Capital  Accord.  In  June,  the  Committee 
released  a  consultative  paper  laying  out  our 
vision  for  a  new  capital  adequacy  framework. 
Our  proposed  timetable  is  to  seek  comments 
from  both  supervisors  and  industry  partici¬ 
pants  through  March  31,  2000,  and  then  to 
publish,  hopefully  by  late  next  year,  a  compre¬ 
hensive  set  of  proposals  that  is  responsive  to 
the  comments  and  industry  input  we  have 
received. 

During  the  comment  period,  the  Committee 
and  its  subgroups  are  working  hard  to  refine 
and  further  develop  a  number  of  the  proposals 
put  forth  in  the  consultative  document.  The 
Committee  also  continues  to  consult  actively 
with  banking  industry  representatives  and 
organizations  by  holding  seminars,  inviting 
presentations  at  working  meetings,  and  con¬ 
ducting  surveys  on  various  topics. 

The  consultative  paper  represents  an  evo¬ 
lution  in  the  Basel  Committee’s  approach  to 


capital  adequacy.  In  addition  to  establishing 
minimum  capital  requirements,  the  paper 
places  an  increased  emphasis  on  the  supervi¬ 
sory  review  of  capital  adequacy  and  the  role  of 
market  discipline.  We  refer  to  these  elements 
as  the  “three  pillars”  of  our  proposed  capital 
adequacy  framework,  which  together  promote 
safety  and  soundness.  This  evolution  in  the 
Committee’s  thinking  about  capital  follows 
from  much  of  our  recent  work  on  risk  man¬ 
agement  and  the  surveys  we  have  conducted 
on  banks’  disclosure  practices. 

In  our  view,  the  three  pillars  to  assess  capital 
adequacy  are  mutually  reinforcing,  each 
addressing  the  challenge  of  aligning  capital 
relative  to  risk  in  banking  organizations  some¬ 
what  differently.  The  Committee’s  belief  is 
that  by  combining  the  approaches  of  the  three 
pillars,  we  can  better  achieve  our  overall 
objective  of  ensuring  an  adequate  capital 
cushion  across  the  banking  system  that  at  the 
same  time  recognizes  and  encourages  prudent 
risk  management. 

Let  me  highlight  briefly  the  three  pillars 
and  provide  some  perspective  on  the  key 
challenges  that  the  Committee  faces  in  rela¬ 
tion  to  each.  The  first  pillar  has  to  do  with 
minimum  capital  requirements.  The  1988 
Capital  Accord  allowed  supervisors  in  the 
Group  of  Ten  countries  for  the  first  time  to  use 
a  common  yardstick  for  measuring  the  capital 
adequacy  of  banks.  While  the  1988  Accord 
was  a  milestone  achievement,  its  simple  risk¬ 
weighting  scheme  has  had  difficulty  incorpo¬ 
rating  innovations  in  the  way  banks  today 
manage  and  mitigate  credit  risks. 


8 


FEDERAL  RESERVE  BANK  OF  NEW  YORK 


1999  ANNUAL  REPORT 


More  fundamentally,  the  1988  Accord 
does  not  adequately  differentiate  among 
degrees  of  credit  risk.  As  a  result,  banks  have 
had  incentives  to  take  on  higher  risk  exposures 
within  each  of  the  Accord’s  broad  risk  cate¬ 
gories.  Banks  have  also  tended  to  engage  in 
transactions  that  lower  capital  requirements 
without  reducing  economic  risk.  The  effect  of 
these  developments  has  been  to  erode  the  sig¬ 
nificance  of  the  Basel  ratios  as  an  indicator  of 
a  financial  institution's  capital  adequacy,  par¬ 
ticularly  for  the  large,  internationally  active 
institutions  that  were  the  original  targets  of  the 
Accord. 

To  address  these  shortcomings  in  the  1988 
Accord,  the  Basel  Committee  proposes  two 
primary  approaches:  1)  a  standardized  approach 
that  ties  risk  weightings  to  external  credit 
assessments  such  as  credit  ratings,  and  2)  an 
internal-ratings-based  approach  that  would 
begin  by  mapping  internal  risk  ratings  into 
standardized  risk  weightings  but  might  eventu¬ 
ally  evolve  into  something  closer  to  the  full  use 
of  credit  risk  models.  Each  approach  treats  the 
trade-off  between  simplicity  and  accuracy 
somewhat  differently,  and  thus  one  or  the 
other  is  likely  to  be  relevant  to  banks  with  dif¬ 
ferent  levels  of  sophistication. 

Significantly,  both  proposed  approaches 
attempt  to  introduce  greater  risk  sensitivity 
into  the  minimum  capital  standards.  In  my 
view,  it  is  essential  that  we  move  forward  in  this 
fashion  in  order  to  enhance  the  responsiveness 
of  required  capital  to  risk  and  to  address  the 
unfortunate  incentive  problems  that  have 
evolved  from  the  1988  Accord. 


Because  of  the  Committee’s  desire  to  pro¬ 
duce  a  capital  adequacy  framework  with  a 
greater  sensitivity  to  risk,  some  observers  may 
note  that  we  inevitably  introduce  a  dynamic 
element  into  our  standards.  That  is,  the  capital 
requirements  for  loans  to  troubled  borrowers 
will  tend  to  increase  at  just  the  point  when 
such  trouble  is  becoming  apparent.  I  see  an 
important  positive  aspect  to  such  an  outcome. 


I  would  argue  that  the  global  financial  sys¬ 
tem  needs  to  become  better  prepared  to  address 
potential  credit  problems  preemptively,  before 
these  problems  have  time  to  grow  from  minor 
disturbances  into  major  disruptions.  Imple¬ 
menting  capital  standards  that  are  more 
responsive  to  the  dynamics  of  risk  could  help 
move  us  in  this  direction  and  away  from  a 
mindset  that  waits  too  long  to  address  prob¬ 
lems.  In  particular,  the  Committee  is  interested 
in  hearing  views  on  how  we  should  think  about 
these  issues. 


The  global  financial  system 
needs  to  become  better 
prepared  to  address 
potential  credit  problems 
preemptively,  before  these 
problems  have  time  to  grow 
from  minor  disturbances 
into  major  disruptions. 


The  second  pillar  in  the  proposed  new 
capital  adequacy  framework  has  to  do  with  the 
supervisory  review  of  capital,  a  critical  comple¬ 
ment  to  minimum  capital  requirements.  The 
consultative  paper  calls  on  supervisors  to 
ensure  that  each  bank  has  sound  internal 
processes  in  place  to  assess  the  adequacy  of  its 
capital  based  on  a  thorough  evaluation  of  its 
risks  and  capital  structure,  thus  moving  the 
Accord  beyond  a  ratio-driven  minimum  capital 
standard  to  a  comprehensive  approach  for 
assessing  capital  adequacy.  In  general,  supervi¬ 
sors  have  expected  and  continue  to  expect 
banks  to  hold  more  than  the  regulatory 
minimum  amount  of  capital.  In  proposing 
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this  supervisory  review  of  capital,  the  Basel 
Committee  intends  to  foster  a  more  active 
dialogue  between  banks  and  their  supervisors 
with  respect  to  the  actual  level  of  capital  banks 
choose  to  hold. 

I  want  to  stress,  however,  that  this  proposed 
approach  to  assessing  capital  adequacy  is  not 
intended  to  replace  the  judgment  and  expertise 
of  bank  management.  Nor  is  this  approach 
meant  to  shift  ultimate  responsibility  for  the 
adequacy  of  bank  capital  to  the  supervisors.  On 
the  contrary,  I  believe  that  managers  are  the 
ones  with  the  most  complete  understanding  of 
the  risks  that  their  institutions  face  and  it  is 
they  who  must  have  the  primary  responsibility 
for  overseeing  these  risks. 

The  task  for  supervisors  in  this  framework 
is  to  evaluate  how  well  banks  are  assessing  their 
own  capital  needs  relative  to  their  risks,  includ¬ 
ing  whether  banks  are  appropriately  addressing 
the  relationship  between  different  types  of 
risks.  To  this  end,  the  Basel  Committee  is  cur¬ 
rently  developing  guidance  to  help  supervisors 
evaluate  internal  capital  assessments  conducted 
by  banks.  In  the  event  that  a  banks  internal 
capital  adequacy  process  is  lacking,  supervisors 
must  have  the  knowledge  and  authority  to  take 
corrective  action. 

There  can  be  no  doubt  that  implementing 
the  supervisory  review  of  capital  will  require 
considerable  insight  and  flexibility  on  the  part 
of  supervisors  because  they  will  have  to  tailor 
their  efforts  to  the  unique  risk  profiles  of  par¬ 
ticular  institutions.  At  the  same  time,  this 
approach  should  allow  supervisors  to  draw 
on  their  cross-institutional  knowledge  as  they 


assess  the  strengths  and  weaknesses  of  a  bank’s 
risk  management  and  capital  allocation  pro¬ 
cesses  relative  to  those  of  its  peers. 

The  Group  of  Ten  supervisors  recognize 
the  implications  that  this  approach  will  have 
for  supervisory  resources.  In  order  to  keep 
pace  with  industry  innovation,  it  is  clear  that 
we  will  have  to  step  up  our  training  and  con¬ 
sider  effective  ways  for  making  the  most  use 
of  our  limited  resources.  The  Basel  Commit¬ 
tee  also  recognizes  the  importance  of  these 
issues  for  countries  outside  the  Group  of  Ten 
and  is  working  toward  providing  the  training 
and  other  types  of  support  needed  to  allow 
these  countries  and  their  supervisors  to  move 
in  this  direction. 

The  third  element  in  the  proposed  new 
capital  adequacy  framework  has  to  do  with 
market  discipline- — another  critical  compo¬ 
nent  of  a  safer  and  more  stable  financial 
system.  More  extensive  disclosure  and  greater 
dependence  on  market  forces  complement 
improvements  in  risk  management,  banking 
supervision,  and  minimum  capital  standards. 
Of  course,  to  add  value  over  and  above  the 
minimum  capital  standards,  improved  disclo¬ 
sure  must  go  beyond  the  simple  reporting  of 
minimum  capital  ratios. 

When  banks  disclose  timely  and  accurate 
information  about  their  capital  structure  and 
risk  exposures,  market  participants  can  better 
evaluate  risks  and  act  accordingly.  The  disclo¬ 
sure  of  timely  and  accurate  information,  in 
turn,  is  an  incentive  for  banks  to  ensure  that 
the  market  perceives  them  not  only  as  effec¬ 
tively  managing  their  risks,  but  also  as  being 
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adequately  capitalized.  Market  reactions  to  the 
public  disclosures  of  banks  can  also  play  an 
important  signaling  role  for  supervisors  in 
assessing  the  adequacy  of  a  bank’s  capital. 

A  further  reason  to  encourage  disclosure 
beyond  the  reporting  of  regulatory  capital 
ratios  is  that  these  ratios  have  become  the  pri¬ 
mary  focal  point  for  investors  and  industry 
analysts.  The  result  has  been  that  bank  man¬ 
agements  have  had  an  incentive  to  focus  solely 
on  improvements  in  these  ratios,  even  when 
the  ratios  are  not  fully  reflective  of  risks.  More 
comprehensive  disclosure  could  lessen  this 
incentive. 

With  these  considerations  in  mind,  the 
Basel  Committee  is  seeking  to  design  an 
expanded  set  of  disclosure  guidelines,  taking 
into  account  the  proprietary  information  needs 
of  banks.  I  believe  that  fuller  disclosure  for  all 
banks  can  take  us  a  long  way  toward  effective 
market  discipline.  We  also  encourage  banks  to 
include  in  their  fuller  disclosures  information 
specific  to  their  risk  profile. 

The  timeliness  and  the  quality  of  disclosure 
are  important.  The  frequency  of  disclosure 
should  reflect  the  nature  of  the  risks  involved. 
Moreover,  as  transactions  that  shift  risk  be¬ 
come  more  common  and  complex,  disclosing 
the  associated  residual  exposures  takes  on  added 
importance.  Such  reporting,  in  turn,  requires 
that  banks  have  in  place  the  appropriate  sys¬ 
tems  to  identify  and  measure  these  risks  so  that 
the  risks  can  be  documented  for  the  market¬ 
place.  Finally,  as  we  move  toward  improved 
disclosure,  we  must  keep  in  mind  that  the  goal 
is  useful  and  reliable  information — not  simply 


a  large  volume  of  information.  More  is  not 
necessarily  better. 

In  the  area  of  disclosure,  I  should  also 
mention  that  my  colleague  Peter  Fisher  is 
chairing  the  Multidisciplinary  Working  Group 
on  Enhanced  Disclosure,  made  up  of  represen¬ 
tatives  from  the  banking,  securities,  and  insur¬ 
ance  industries,  in  a  pilot  effort  to  formulate  a 
set  of  public  disclosure  guidelines  that  makes 
sense  for  an  increasingly  integrated  financial 
market.  The  working  group  will  assess  the 
extent  to  which  the  pilot  data  can  provide  a 
meaningful  basis  for  comparing  risk  manage¬ 
ment  practices  as  well  as  the  level  and  types  of 
risk  across  institutions  and  across  countries. 

The  Basel  Committee  supports  this  pilot 
approach.  It  limits  the  burden  on  the  banking 
industry  and  at  the  same  time  makes  clear  that 
the  private  sector  has  a  key  role  to  play  in 
improving  disclosure  and  enhancing  market 
discipline.  Firms  participating  in  this  program 
will  have  the  opportunity  to  shape  the  en¬ 
deavor  and  influence  the  interpretation  of  its 
results.  Through  their  participation,  these 
firms  will  be  sending  a  clear  signal  about  their 
willingness  to  improve  market  discipline. 

These  have  not  been  easy  times  for  banks. 
As  a  regulator,  I  cannot  help  but  underscore  the 
essential  role  banks  play  in  the  global  market¬ 
place.  By  intermediating  credit  between  savers 
and  investors  and  providing  liquidity  to  the 
financial  sector,  banks  are  the  essential  link  in 
well-functioning  economies. 

Thus,  while  capital  levels  and  risk  manage¬ 
ment  policies  are  without  question  important, 
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they  do  not  take  precedence  over  the  responsi¬ 
bility  of  bankers  to  serve  their  purpose  in  a 
Schumpeterian  world  of  creative  destruction. 
This  most  fundamental  of  responsibilities 
involves  the  use  of  credit  judgment.  By  this  I 
mean  that  bankers  must  not  lend  to  excess 
when  times  seem  good  and  then  lend  too  little 
when  times  appear  more  difficult.  This  is  an 
ongoing  obligation  of  banks  and  is  no  less  so  as 
we  approach  the  century  date  change. 

I  believe  it  critical  that  banks  approach  the 
new  year  with  these  thoughts  in  mind,  and  I 
call  on  them  to  be  attentive  to  providing  for 
their  customers’  reasonable  needs.  By  reason¬ 
able  needs,  I  have  in  mind  that  banks  should 
think  twice  about  huge  demands  based  on 
what  seems  to  be  customers’  excessive  concern 
about  Y2K,  but  grant  appropriate  credit  for 
realistic  needs,  even  if  this  involves  somewhat 
greater  use  of  their  own  balance  sheets  than 
would  usually  be  the  case. 

To  aid  in  the  year-end  transition  period, 
the  Federal  Reserve  System  and  the  Federal 
Reserve  Bank  of  New  York  have  announced  a 
variety  of  steps  to  ensure  adequate  liquidity  in 
wholesale  markets  and  promote  financial 
market  stability.  We  approved  last  month  an 
expanded  range  of  acceptable  collateral  for  dis¬ 
count  window  and  payments  system  risk  pur¬ 
poses.  In  addition,  there  are  in  place  a  number 
of  measures  to  ensure  that  an  ample  supply  of 
cash  will  be  available  to  meet  possible  increases 


in  the  demand  for  cash  over  the  transition 
period.  Further,  the  Federal  Reserve  created  a 
century  date  change  Special  Liquidity  Facility 
for  lending  to  depository  institutions  from 
October  1,  1999,  through  April  7,  2000. 
Among  other  things,  this  facility  should  help 
institutions  to  commit  more  confidently  to 
supplying  loans  to  other  financial  institutions 
and  businesses  through  the  rollover  period. 

Finally,  the  Federal  Reserve  Bank  of  New 
York  announced  a  number  of  measures  in  early 
September  intended  by  the  Federal  Open 
Market  Committee  to  promote  the  smooth 
functioning  of  money  and  financing  markets 
and  to  gain  greater  assurance  that  we  will  be 
able  to  manage  banking  system  reserves  during 
the  century  date  change.  The  measures  include 
the  expansion  of  collateral  accepted  in  repur¬ 
chase  transactions,  the  extension  of  the 
maximum  term  of  the  Bank’s  repurchase  trans¬ 
actions  to  ninety  days,  and  the  introduction  of 
a  Standby  Financing  Facility. 

The  next  several  weeks  will  be  a  challenging 
period  for  private  and  public  sector  partici¬ 
pants  alike.  By  working  together  in  the  short 
term  to  ensure  a  smooth  transition  and  over 
the  longer  term  to  improve  banks’  risk  man¬ 
agement  practices  and  to  develop  a  meaningful 
international  capital  adequacy  framework,  I  am 
confident  that  we  can  be  successful  in  not  only 
preserving,  but  also  enhancing,  our  global 
financial  system  as  we  enter  the  next  century. 
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Economic,  financial,  and  technological  devel¬ 
opments  presented  the  Bank  with  many 
challenges  and  much  uncertainty  in  1999. 
Though  well  into  the  ninth  year  of  cyclical 
expansion,  U.S.  economic  activity  remained 
brisk,  bringing  jobs  and  an  improved  standard 
of  living  not  only  to  the  educated  and  skilled, 
but  also  to  many  who  are  less  well  off. 
Meanwhile,  inflation  remained  subdued  and 
the  net  worth  of  households  and  businesses 
continued  to  climb. 

Throughout  the  year,  however,  the  uncer¬ 
tain  effects  of  Y2K  induced  businesses,  as  well 
as  financial  market  participants  and  institu¬ 
tions,  to  direct  resources  toward  contingency 
planning,  computer  system  testing  and  remedi¬ 
ation,  and  investment  in  new  technologies. 
Driven  more  by  caution  than  the  likelihood  of 
breakdowns  in  critical  computer  systems,  some 
individuals  and  institutions  took  extraordinary 
steps  to  build  up  liquidity  around  year-end, 
complicating  the  execution  of  monetary  policy 
and  the  provision  of  currency  by  the  Bank  to 
depository  institutions. 

The  improving  economic  and  financial 
conditions  in  much  of  the  world,  together  with 
the  cyclical  expansion  in  the  United  States  and 
Y2K  preparations,  set  the  tone  for  much  of 
the  Bank’s  work  in  1999.  Yet  continuing 
stresses,  particularly  in  Asia  and  Latin  America, 
presented  several  areas  of  the  Bank  with  major 
challenges.  Throughout  the  year,  we  monitored 


developments  and  looked  for  possible  systemic 
risks  emanating  from  abroad,  and  we  used  our 
technical  expertise  in  support  of  crisis  manage¬ 
ment  in  several  countries.  In  addition,  we 
strengthened  our  approach  to  financial  super¬ 
vision  to  reflect  changes  in  the  structure  and 
functions  of  banking  organizations,  the  passage 
of  landmark  banking  legislation,  and  major 
trends  in  the  global  business  environment. 

By  year’s  end,  the  Bank  had  recorded  an 
impressive  list  of  achievements  in  fulfilling  its 
public  policy  missions  and  providing  services 
to  its  customers.  Although  major  challenges 
remain  as  the  Bank  seeks  to  become  more  inte¬ 
grated,  flexible,  and  efficient,  several  strategic 
initiatives  undertaken  in  1999  have  already 
yielded  significant  rewards.  These  initiatives 
were  intended  to: 

♦  enhance  the  Bank’s  role  in  financial 
supervision  and  policy  formulation  by 
strengthening  our  ability  to  identify 
and  respond  to  emerging  trends  and 
public  policy  issues  affecting  the 
banking  and  financial  sectors; 

♦  integrate  financial  and  economic 
theory  more  effectively  into  the  daily 
operations  of  the  Domestic  Open 
Market  Desk  and  improve  under¬ 
standing  of  how  changes  in  the 
economy  and  financial  system  affect 
the  transmission  of  monetary  policy; 
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♦  provide  leadership  in  the  development 
of  safe,  efficient,  and  internationally 
linked  payment  systems  and  in  the 
formulation  and  implementation  of 
payment  system  policy,  law,  and 
technology;  and 

♦  broaden  and  deepen  the  Bank’s 
network  of  international  relationships. 

Because  of  these  initiatives,  which  will  con¬ 
tinue  in  2000,  the  Bank  is  better  able  to  foster 
collaboration  among  its  policy,  operations,  and 
support  areas;  respond  flexibly  to  changing 
conditions;  and  reallocate  resources  to  meet 
new  or  changing  priorities.  At  the  same  time, 
the  initiatives  are  helping  the  Bank  to  become 
more  outward  looking  in  its  policies  and 
operations  and  to  provide  stronger  practical 
leadership  in  the  central  banking  community 
and  the  private  sector.  As  a  consequence,  I  am 
confident  that  the  Bank’s  reputation  as  the 
preeminent  center  of  excellence  in  central 
banking  policy  and  practice  and  as  a  vital  link 
between  the  public  and  private  sectors  will  be 
further  enhanced. 

MEETING  THE  Y2K  CHALLENGE 

Years  of  complex  planning  and  coordination  by 
staff  throughout  the  Bank  paid  off  richly  as  the 
century  date  change  weekend  passed  without 
any  serious  computer  system  disruptions, 
security  infractions,  or  service  interruptions. 
This  achievement  reflected  the  dedication  of 
the  scores  of  Bank  employees  who  worked 
intensively  since  1997  to  prepare  the  Bank  for 
the  century  date  change,  as  well  as  substantial 
collaboration  with  vendors  and  many  outside 
organizations. 


Our  staff  completed  certification  of  most  of 
the  Bank’s  systems  in  1998.  However,  through¬ 
out  1999,  we  continued  to  cooperate  with 
other  supervisory  authorities,  government 
agencies,  payment  clearing  and  settlement 
houses,  and  official  international  organizations 
to  develop  and  coordinate  test  plans,  contin¬ 
gency  plans,  and  event  management  plans. 
Directed  by  the  Y2K  office,  individual  areas 
undertook  contingency  planning  and  drills 
across  functional  areas,  conducted  scenario 
walk-throughs,  and  took  part  in  two  full-day 
Systemwide  event  simulation  exercises.  To 
ensure  that  certified  systems  would  remain 
ready,  the  Bank  put  in  place  change  control 
and  Y2K  compliance  recertification  programs. 

I  applaud  all  of  the  staff  whose  work  during 
the  century  rollover  period  helped  to  make  the 
Bank  and  the  financial  system  more  reliable, 
secure,  and  stable. 

A  key  aspect  of  the  Bank’s  role  as  a  banking 
supervisor  entailed  reviewing  the  Y2K  prepared¬ 
ness  of  the  banks  we  examine.  Early  in  1999, 
we  initiated  discussions  with  the  major  market 
participants  to  assess  key  business  risks  arising 
from  Y2K  issues,  including  the  impact  on  liq¬ 
uidity,  credit  exposures,  and  market  risk;  these 
discussions  also  brought  to  the  fore  other  issues 
that  needed  to  be  addressed,  including  supervi¬ 
sory  policy,  Federal  Reserve  System  readiness, 
public  sector  actions,  and  public  perceptions. 
Beyond  these  “due  diligence”  discussions,  we 
conducted  in-depth  business  line  reviews  of 
major  organizations,  and  we  completed  all 
phases  of  the  System’s  supervisory  program  for 
all  institutions,  including  follow-ups  with 
banks  in  less  than  satisfactory  condition. 
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Among  the  most  daunting  challenges  faced 
by  the  Bank  were  those  confronting  the 
Markets  Group.  Working  with  staff  at  the 
Board  of  Governors,  and  with  the  approval 
of  the  Federal  Open  Market  Committee 
(FOMC),  the  Domestic  Open  Market  Desk 
introduced  a  number  of  innovative  measures  to 
offset  potential  reserve  deficiencies  that  threat¬ 
ened  to  disrupt  the  money  and  capital  markets. 
Throughout  the  spring  and  summer,  there  was 
widespread  concern  that  participants  in  the 
financial  markets  would  be  less  willing  to 
maintain  normal  levels  of  trading  and  market 
intervention  around  the  century  date  change 
and  that  such  reluctance  could  interfere  with 
the  efficient  allocation  of  credit.  In  this  envi¬ 
ronment,  the  Desk  recognized  that  it  would 
probably  need  to  transact  large  repurchase 
agreements  (RPs),  which  would  exacerbate  a 
possible  shortage  of  Treasury  collateral  stem¬ 
ming  from  a  surge  in  investor  demand. 

To  stabilize  the  money  and  capital  markets 
and  bolster  the  confidence  of  market  partici¬ 
pants,  the  Bank’s  Markets  Group  established  a 
temporary  standby  financing  facility  through 
the  auction  of  options  on  RPs.  The  options 
were  designed  to  encourage  primary  dealers  to 
continue  to  make  markets  and  undertake 
normal  intermediation  in  securities  markets — 
two  activities  that  are  needed  for  the  Desk  to 
arrange  open  market  operations.  Starting  in 
October,  the  Desk  conducted  seven  weekly 
auctions  of  options  with  a  total  value  of 
$480  billion,  none  of  which  were  exercised. 

In  addition  to  creating  the  standby  liquidty 
facility,  the  Desk  also  took  the  following  steps: 


♦  The  maximum  maturity  of  RPs  and 
matched  sale-purchase  transactions  was 
extended  from  sixty  days  to  ninety  days. 

♦  A  temporary  expansion  of  the  securities 
that  could  be  used  as  collateral  on  the 
Desk’s  RPs  was  approved  through  April 
2000.  The  principal  effect  of  this  step  was 
the  inclusion  of  pass-through  mortgage- 
backed  securities  and  stripped  securities. 

♦  Triparty  settlement  arrangements  were 
ser  up  with  two  clearing  banks,  the 
Chase  Manhattan  Bank  and  the  Bank 
of  New  York,  for  valuing  and  accepting 
delivery  of  collateral  on  RPs.  This  action 
involved  negotiating  legal  agreements 
and  establishing  procedures  to  oversee 
the  work  of  the  two  custodians  and  to 
monitor  the  collateral  being  pledged. 

♦  As  reserve  deficiencies  deepened  in  the 
days  leading  up  to  the  century  date 
change,  the  Desk  arranged  a  series  of 
forward  RPs,  a  type  of  operation  rarely 
used  before. 

In  a  parallel  efforr,  the  Board  of  Governors 
established  a  special  liquidity  facility  that 
provided  banks  with  additional  flexibility  in 
obtaining  advances  at  the  discount  window. 

No  one  can  say  with  certainty  how  the 
markets  would  have  behaved  had  the  Bank  and 
the  Federal  Reserve  System  as  a  whole  taken 
less  aggressive  actions  during  the  final  months 
of  1999.  However,  the  relative  calm  in  the 
markets  and  the  positive  perceptions  of  the 
public  as  the  end  of  the  year  approached  attest 
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to  the  success  of  our  efforts  in  implementing 
monetary  policy  and  stabilizing  markets. 

Another  Y2K  concern  involved  the  means 
by  which  the  Federal  Reserve  would  meet  the 
expected  year-end  surge  in  the  public’s  demand 
for  currency.  The  Treasury  Department  and  the 
Board  of  Governors  turned  to  this  Bank  to 
establish  an  overseas  strategic  inventory  loca¬ 
tion  (SIL)  program  for  housing  U.S.  currency 
to  meet  potential  demands.  During  1999,  we 
established  SIL  cash  depots  in  Europe,  Asia, 
and  South  America  as  well  as  several  others  in 
the  United  States  and  Puerto  Rico.  By  the 
fourth  quarter  of  1999,  Federal  Reserve  cash 
facilities  around  the  country  had  received  a 
total  of  about  $50  billion  in  currency  beyond 
their  normal  seasonal  requirements  for  distri¬ 
bution  to  banks. 

Toward  the  end  of  the  year,  banks  raised 
sharply  the  amount  of  currency  held  in  their 
vaults.  Through  the  overseas  SIL  program,  we 
were  able  to  supply  global  markets  with  more 
than  $4  billion  in  Y2K  contingency  currency. 
In  December  alone,  the  New  York  Fed  paid 
into  circulation  some  $20  billion  in  currency,  a 
record  for  a  single  month. 

Owing  in  part  to  a  rigorous  public  cam¬ 
paign  to  provide  factual  information,  the 
public’s  demand  for  currency  fell  far  short  of 
the  worst-case  scenarios,  leaving  banks  with 
large  amounts  of  vault  cash.  Consequently, 
early  in  2000,  our  Cash  department  faced  the 
significant  challenge  of  managing  the  rapid 
redepositing  of  excess  cash  by  banks. 

LEADERSHIP  IN  PAYMENTS 
A  major  objective  for  1999  was  to  provide 
leadership  in  developing  safe,  efficient,  and 


internationally  linked  payment  systems  and  to 
maintain  the  Bank  as  a  center  of  payment 
system  policy,  technology,  and  efficiency  in 
market  operations.  This  effort,  led  by  Jamie 
Stewart,  the  Bank’s  first  vice  president,  came 
about  in  a  period  of  great  uncertainty  about  the 
future  of  wholesale  and  retail  payment  systems. 
Major  changes  in  technology,  the  structure  of 
the  financial  system,  the  composition  of  prod¬ 
ucts  and  delivery  systems,  and  the  expectations 
of  customers  have  forced  the  Bank  to  reassess 
its  roles  in  the  payment  system  as  a  provider  of 
services  and  a  supervisor  of  banks.  As  this 
reassessment  proceeds,  Jamie  and  I  are  com¬ 
mitted  to  helping  the  Bank  take  advantage  of 
opportunities  to  become  more  efficient,  reduce 
cost,  and  improve  service  to  our  customers.  We 
also  intend  to  continue  to  gather  information 
from  public-  and  private-sector  sources  that 
will  give  us  a  better  understanding  of  how 
banks  are  adapting  to  changes  in  payment 
practices  and  a  clearer  understanding  of  the 
payment  services  the  public  wants  from  banks. 

In  carrying  out  our  payment  system  initia¬ 
tive,  New  York  Fed  staff  at  the  System’s 
Wholesale  Payments  Product  Office  (WPPO) 
introduced  an  enhanced  net  settlement  service 
intended  to  facilitate  clearing  arrangements  by 
providing  improved  settlement  finality  and 
increased  operational  efficiency.  In  1999,  some 
sixteen  arrangements  took  advantage  of  the 
new  system,  which  will  be  phased  in  nation¬ 
wide  this  year  and  next.  The  WPPO  also  led 
the  System  in  continued  service  streamlining 
and  consolidation  initiatives  designed  to 
reduce  the  costs  of  providing  wholesale  services 
and  the  fees  charged  to  customers.  For  example, 
in  1999,  the  fees  for  on-line  Fedwire  funds 
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transfers  were  reduced  for  the  third  consecu¬ 
tive  year  and  those  for  Fedwire  book-entry 
securities  transfers  were  reduced  for  the  second 
consecutive  year. 

The  WPPO  also  introduced  a  new  price 
structure  for  wholesale  services  that  modernizes 
and  simplifies  pricing,  responds  to  the  different 
characteristics  of  customers,  and  encourages 
the  efficient  use  of  services.  Further,  the  Office 
implemented  efforts  to  use  new  tools  and 
techniques  in  the  delivery  of  wholesale  services 
without  introducing  unacceptable  risk  to  the 
core  payment  services.  One  such  effort  was 
the  deployment  of  a  new  Fedwire  participant 
directory  on  the  Internet.  Banks  and  private 
corporations  use  the  highly  automated  direc¬ 
tory  to  access  accurate  and  up-to-date  Fedwire 
message  routing  information. 

In  the  financial  services  area,  the  Bank 
provided  leadership  in  directing  a  number  of 
strategic  Federal  Reserve  initiatives  to  improve 
the  efficiency  of  the  payment  system.  Most 
notably,  considerable  attention  and  resources 
were  committed  in  1999  to  moving  check  pro¬ 
cessing  from  paper  to  electronics,  expanding  the 
global  network  for  distributing  U.S.  currency 
overseas,  and  ensuring  the  Y2K  readiness  of  the 
electronic  payment  systems  that  serve  as  the 
spinal  cord  of  the  nation’s  financial  system. 

Early  in  1999,  the  Bank  was  asked  by 
the  Board  of  Governors  to  lead  a  multiyear, 
Systemwide  initiative  to  advance  the  banking 
industry’s  movement  from  paper  check  pro¬ 
cessing  to  electronics.  The  first  phase  of  this 
initiative  was  to  demonstrate  the  technical  capa¬ 
bilities,  speed,  and  reliability  of  new  technology 
that  processes  and  transmits  the  electronic 


image  of  checks  instead  of  the  checks  them¬ 
selves.  This  was  a  demanding  and  formidable 
challenge.  Previously,  no  Reserve  Bank  had 
adapted  high-speed  imaging  technology  fully 
to  its  paper-based  check  operations,  and  the 
project  management  team  that  we  brought 
together  from  our  Check  and  Automation 
staffs  had  to  meet  a  tight  schedule  because  of 
the  Federal  Reserve’s  moratorium  on  techno¬ 
logical  changes  as  the  century  date  change 
approached. 

In  September,  we  successfully  completed 
this  demonstration,  or  “proof  of  concept,”  at 
our  Utica  office.  The  new  technology  not  only 
met  the  demanding  performance  specifications 
we  established,  but  it  was  put  into  production 
on  schedule  and  on  budget  through  the  appli¬ 
cation  of  stringent  project  management  tech¬ 
niques.  In  December,  the  Board  of  Governors 
approved  the  second  phase  of  the  check 
imaging  initiative,  authorizing  the  Bank  to 
introduce  the  new  technology  fully  at  our 
Utica  office.  In  subsequent  phases,  our  check 
operations  at  East  Rutherford  will  also  obtain 
the  new  technology,  making  the  Bank  the  first 
in  the  System  with  full  high-speed  imaging 
capabilities  at  both  of  its  check  offices. 

We  view  check  imaging  as  a  “bridge”  tech¬ 
nology  with  the  potential  to  accelerate  the 
replacement  of  paper  transactions  with  more 
efficient,  end-to-end  electronic  transactions. 
With  the  image  capabilities  we  are  building, 
we  believe  we  can  significantly  advance  this 
strategic  objective.  Not  inconsequentially,  we 
will  also  be  able  to  meet  pent-up  demand  for 
imaging  services  from  scores  of  New  York  area 
banks  that  want  to  convert  customers’  checks 
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into  image  items.  Moreover,  we  plan  to  maxi¬ 
mize  the  internal  operating  efficiencies  that 
image  processing  permits  to  reengineer  our 
check  reconcilement  and  adjustment  opera¬ 
tions.  These  process  changes  should  enable 
banks  using  our  imaging  services  to  capture 
efficiencies  in  their  own  back-office  check 
operations. 

The  Bank  in  2000  will  face  the  challenge  of 
providing  continuing  leadership  in  the  check 
imaging  initiative.  In  that  spirit,  we  will  con¬ 
tribute  staff  resources  and  operational  expertise 
to  a  complementary  Systemwide  initiative  to 
standardize  check  operating  platforms  across 
all  Reserve  Banks.  This  latter  initiative,  which 
is  expected  to  take  three  years  to  complete,  will 
better  enable  the  Reserve  Banks  to  meet  the 
check  processing  needs  of  the  nations  largest 
commercial  banks,  which  are  increasingly 
operating  across  many  regions  of  the  country. 

In  our  cash  operations,  the  Bank’s  leadership 
in  international  currency  distribution  helped  to 
facilitate  the  smooth  functioning  of  global 
banknote  markets  in  1999.  We  expanded  the 
extended  custodial  inventory  (ECI)  program  by 
establishing  two  new  ECI  sites  in  Hong  Kong 
and  one  new  site  in  Buenos  Aires.  Through  the 
ECI  program,  which  the  Bank  operates  on 
behalf  of  the  Treasury  Department  and  the 
Federal  Reserve  Sysrem,  we  house  some  of  our 
currency  in  cash  depots  at  banks  abroad  in  order 
to  facilitate  currency  distribution.  With  ECIs 
now  operating  in  Europe,  Asia,  and  South 
America,  we  have  created  a  true  global  network 
that  enables  us  to  manage  the  international  dis¬ 
tribution  of  U.S.  currency  more  effectively.  It  is 
estimated  that  two-thirds  of  U.S.  currency  is  in 
circulation  outside  the  United  States. 


One  of  the  collateral  benefits  of  the  pro¬ 
gram  is  the  increased  speed  with  which  our 
ECI  partners  can  supply  U.S.  currency  to 
markets  experiencing  financial  disruptions. 
Another  is  that  the  ECIs  have  proved  enor¬ 
mously  helpful  in  gathering  information  on 
U.S.  currency  flows  abroad  and  on  interna¬ 
tional  counterfeiting.  In  recognition  of  its 
growing  expertise  in  this  area,  the  Bank  was 
asked  during  the  year  to  coordinate — for  the 
Treasury,  Secret  Service,  and  the  Federal 
Reserve — rhe  1999  audit  of  international 
currency  flows,  an  initiative  mandated  by 
Congress  to  improve  America’s  money¬ 
laundering  detection  capabilities. 

IMPROVING  THE  OPERATION 
OF  THE  MARKETS 

New  technologies,  the  increasing  interaction  of 
domestic  and  foreign  markets,  and  dramatic 
growth  in  trading  volumes  make  it  necessary 
for  us  to  continuously  reassess  our  strategies 
and  practices  in  the  implementation  of  mone¬ 
tary  policy.  Thus,  an  ongoing  challenge  we  face 
is  to  integrate  financial  and  economic  theory 
with  day-to-day  operations  and  to  improve 
the  flexibility,  reliability,  and  efficiency  of  our 
market  operations. 

The  Bank’s  Markets  Group  has  responsi¬ 
bility  for  implementing  the  nation’s  monetary 
and  foreign  exchange  policies.  During  1999, 
the  Group  took  a  number  of  steps  to  improve 
the  timeliness,  transparency,  and  effectiveness 
of  its  actions — steps  that  complemented  the 
Bank’s  innovative  actions  to  offset  Y2K-related 
reserve  deficiencies  and  bolster  the  confidence 
of  market  participants  and  the  public. 
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In  April,  the  Domestic  Open  Market  Desk 
began  to  enter  the  market  to  execute  open  mar¬ 
ket  operations  at  about  9:30  a.m.,  one  hour 
earlier  than  previously.  This  step  allowed  the 
Desk  to  arrange  its  operations  at  a  time  of  day 
when  financing  markets  are  typically  more 
active  and  liquid.  Further,  in  an  effort  to 
increase  the  transparency  of  monetary  policy 
implementation,  the  Desk  expanded  the  infor¬ 
mation  it  discloses  publicly  immediately  after 
each  operation  to  include  data  on  the  total 
volume  of  propositions  submitted  (in  addition 
to  information  on  total  accepted  propositions, 
which  was  already  routinely  released),  the 
weighted  average  rate  on  accepted  proposi¬ 
tions,  the  high  and  low  rates  submitted,  and 
the  stop-out  rate. 

To  promote  stability  and  efficiency  in  the 
government  securities  market,  the  Markets 
Group,  with  the  approval  of  the  FOMC, 
expanded  a  program  to  lend  securities  to  deal¬ 
ers.  Under  this  program,  the  Federal  Reserve 
lends  U.S.  government  securities  held  in  the 
system  open  market  account  to  the  market 
through  daily  auctions,  helping  to  facilitate 
settlement  of  hard-to-find  securities  and  ease 
tightness  in  the  market  for  specific  issues.  In 
addition,  to  improve  the  efficiency  of  the 
Treasury  auction  process,  we  implemented  an 
Internet-based  process  for  the  submission  of 
bids  that  replaced  paper-based  submissions. 

Staff  from  the  Markets  Group  and  the 
credit  and  risk  management,  fiscal,  and  legal 
areas  collaborated  in  1999  to  expand  the  num¬ 
ber  of  depository  institutions  having  access  to 
the  discount  window  and  to  increase  the  range 
of  collateral  banks  could  pledge.  Under  new 
policies  instituted  in  1999,  banks  can  pledge  as 


collateral  certificates  of  deposit,  deposit  notes, 
and  various  collateralized  obligations.  In  addi¬ 
tion,  staff  established  procedures  that  give 
banks  additional  flexibility  in  pledging  collat¬ 
eral  owned  by  affiliates  or  subsidiaries. 

The  Markets  Group  also  rebalanced  the 
foreign  currency  portfolios  of  the  Treasury’s 
exchange  stabilization  fund  and  the  system 
open  market  account.  Athough  these  two 
accounts  have  historically  been  roughly  equal 
in  size  and  composition,  a  number  of  factors 
caused  them  to  diverge  during  the  late  1990s, 
complicating  investment  of  the  two  portfolios. 
Through  a  series  of  trades  between  the  stabi¬ 
lization  fund  and  the  system  open  market 
account,  and  with  an  unrelated  transaction 
involving  the  International  Monetary  Fund, 
our  foreign  exchange  market  staff  equalized 
the  size  of  the  two  portfolios  and  brought  the 
holdings  of  yen  and  euros  into  balance. 

The  Markets  Group  and  the  Bank’s 
Research  and  Market  Analysis  Group  (RMAG) 
worked  together  to  identify  ways  to  enhance 
open  market  operations  and  the  Bank’s  sur¬ 
veillance  of  the  economy  and  the  financial 
markets.  One  joint  undertaking,  which  will 
continue  in  2000,  is  to  renew  the  Bank’s 
understanding  of  the  transmission  of  mone¬ 
tary  policy,  especially  in  light  of  technology- 
led  changes  in  aggregate  supply,  the  buildup  of 
wealth  in  the  household  sector,  and  changing 
patterns  of  international  production,  trade, 
and  capital  flows. 

As  part  of  this  effort,  RMAG  sponsored  a 
conference  late  in  the  year  that  focused  on  the 
impact  of  federal  budget  surpluses  on  the 
economy  and  financial  markets.  Discussions 
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of  expected  changes  in  the  market  for  Treasury 
securities  were  particularly  important.  Imple¬ 
mentation  of  monetary  policy  through  open 
market  operations  mainly  involves  the  pur¬ 
chase  or  sale  of  Treasury  securities  by  the 
Domestic  Open  Market  Desk.  Thus,  budget 
surpluses  projected  to  accumulate  over  the 
next  several  years  at  least,  and  the  potential 
for  a  related  decline  in  the  supply  of  Treasury 
securities,  could  present  the  Desk  with  new 
challenges  in  its  efforts  to  influence  growth 
in  the  nation’s  money  supply  and  to  promote 
financial  market  stability. 

RMAG  also  completed  new  research  that 
focused  on  the  prospects  for  inflation  and 
potential  long-term  strains  and  vulnerabili¬ 
ties  in  the  U.S.  economy.  In  addition,  RMAG 
developed  new  statistical  techniques  to  improve 
measurement  of  the  risks  inherent  in  forecast¬ 
ing  economic  growth  and  inflation.  The  Bank’s 
research  staff  published  a  total  of  sixty  articles 
in  the  Economic  Policy  Review,  Staff  Reports, 
and  Current  Issues  in  Economics  and  Finance.  By 
the  end  of  1999,  more  than  800  papers  were 
published  or  were  forthcoming  in  outside 
journals,  scholarly  volumes,  or  practitioner- 
oriented  publications.  Efforts  were  also  under 
way  to  disseminate  published  research  elec¬ 
tronically  and  to  reduce  production  and  mail¬ 
ing  costs  by  streamlining  mailing  lists  for  print 
publications. 

ENHANCING  FINANCIAL 
SUPERVISION 

One  of  the  Bank’s  most  important  initiatives  in 
1999  focused  on  enhancing  its  role  in  financial 
supervision  and  policy  formulation.  Globali¬ 
zation  and  consolidation  in  the  banking 


industry,  particularly  through  mergers,  as  well 
as  the  breakdown  of  distinctions  among  types 
of  financial  services  providers,  necessitated  the 
rethinking  of  many  of  our  regulatory  and 
supervisory  practices.  Meanwhile,  changes  in 
the  business  strategies  of  banks  and  the  signing 
into  law  of  the  Gramm-Leach-Bliley  Act  added 
new  challenges  to  the  work  of  the  financial 
supervisors.  Under  the  terms  of  the  Gramm- 
Leach-Bliley  Act,  the  Federal  Reserve  serves  as 
the  umbrella  supervisor  for  the  financial  hold¬ 
ing  companies  allowed  to  engage  in  the  full 
range  of  financial  activities. 

In  1999,  the  Bank  directed  substantial 
resources  over  many  months  toward  under¬ 
standing  and  managing  changes  in  the  finan¬ 
cial  system.  We  began  discussions  with  Federal 
Reserve  Board  staff  and  initiated  several 
research  projects  to  help  us  rethink  our 
approach  to  analyzing  the  competitive  impact 
of  banking  mergers  and  acquisitions.  We  also 
established  an  interdisciplinary  Risk  Council, 
composed  of  analysts  from  many  areas  of  the 
Bank,  to  identify  emerging  risks  for  global 
banking  organizations  and  to  guide  the  devel¬ 
opment  of  the  Bank’s  supervisory  responses  to 
these  risks.  The  Council’s  initial  projects 
focused  on  the  implications  of  the  Internet  and 
e-commerce,  the  likely  effects  of  a  significant 
economic  downturn,  and  the  impact  of  selected 
business  strategies  on  risks  facing  banks. 

The  Bank  also  took  several  steps  to  advance 
the  supervision  of  large,  complex  banking 
organizations.  These  steps  included  establish¬ 
ing  dedicated  teams  to  monitor  and  direct  the 
supervision  of  large  banks,  conducting  more 
continuous  supervision,  increasing  the  use  of 
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comparative  statistics  for  examination  plan¬ 
ning  and  institution  monitoring,  and  improv¬ 
ing  coordination  with  staff  elsewhere  in  the 
Federal  Reserve  System.  Meanwhile,  we 
achieved  a  solid  understanding  of  the  risk 
management  and  control  structure  at  the  cor¬ 
porate  level  and  established  mechanisms  for 
ongoing  interaction  with  banks’  own  risk 
managers.  Further,  we  strengthened  relation¬ 
ships  with  functional  regulators  (particularly 
the  insurance  supervisors)  that  will  be  useful 
in  carrying  out  our  future  supervisory  respon¬ 
sibilities.  Building  on  this  progress,  we  must 
continue  to  refine  our  supervisory  programs  for 
large  banking  institutions. 

As  a  supervisory  authority,  the  Bank 
reviews  applications  for  mergers,  acquisitions, 
and  branch  additions  to  ensure  that  the  banks 
involved  continue  to  serve  the  needs  and 
convenience  of  the  communities  in  which 
they  do  business.  In  1999,  the  Bank  reviewed 
two  applications  for  mergers  of  foreign  and 
domestic  banking  organizations  that  had  sig¬ 
nificant  implications  for  the  banking  system — 
Deutsche  Bank’s  acquisition  of  Bankers  Trust 
and  HSBC’s  acquisition  of  Republic  National 
Bank.  Both  mergers  reflected  the  continuing 
trend  toward  consolidation  in  the  banking 
industry,  particularly  among  banks  with  offices 
and  activities  that  cross  borders.  Meanwhile, 
an  increased  number  of  e-banking-related 
applications  in  1999  reflected  the  growing 
importance  of  electronic  banking. 

The  Federal  Reserve  Bank  of  New  York 
continued  to  play  a  critical  role  in  support  of 
my  work  as  chairman  of  the  Basel  Committee 
on  Banking  Supervision.  During  1999,  I  led  an 


international  effort  to  update  the  1988  Basel 
Capital  Accord.  While  the  1988  agreement 
proved  extremely  valuable  in  boosting  bank 
capital  in  many  countries,  the  New  York  Fed 
and  others  have  been  convinced  for  some  time 
that  key  elements  of  the  Accord  need  substan¬ 
tial  revision.  In  particular,  the  broad-brush 
approach  to  credit  risk  embodied  in  the  1988 
Accord  has  led  to  capital  ratios  that  are  less 
meaningful  for  many  internationally  active 
banks  and  has  encouraged  transactions  driven 
solely  by  the  desire  to  arbitrage  capital  ratios. 

I  announced  the  release  of  the  Basel 
Committee’s  proposals  for  a  revision  of  the 
Accord  in  June  1999,  with  comments  due  by 
March  31,  2000.  The  proposals,  written  with 
substantial  input  from  New  York  Fed  staff, 
present  a  capital  adequacy  framework  that 
rests  on  three  pillars.  The  first  pillar  would 
focus  on  minimum  capital  requirements, 
adjusted  to  be  more  sensitive  to  risk.  The  sec¬ 
ond  pillar  would  emphasize  the  role  of  banks  in 
assessing  their  own  capital  needs  in  excess  of 
regulatory  minimums  and  the  role  of  supervi¬ 
sors  in  reviewing  the  efforts  of  banks  to  achieve 
the  right  balance  of  capital  relative  to  risk.  The 
third  pillar  of  the  new  framework  would  stress 
the  role  of  market  discipline  in  maintaining 
prudent  capital  ratios  and  therefore  would 
encourage  increased  disclosure  of  the  relevant 
financial  indicators. 


The  Federal  Reserve  Bank 
of  New  York  continued 
to  play  a  critical  role 
in  support  of  my  work 
as  chairman  of  the  Basel 
Committee  on  Banking 
Supervision. 


While  the  proposals  and  their  underlying 
objectives  were  generally  well  received,  many 
challenges  remain  before  the  new  Accord  can 
be  finalized.  In  the  meantime,  the  Federal 
Reserve  Bank  of  New  York  will  continue  to  be 
actively  involved  with  the  efforts  of  the  Basel 
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Committee  to  achieve  a  consensus  on  the  best 
way  to  proceed. 

Work  by  our  banking  supervision  and 
regulation  staff  to  better  understand  industry 
practices,  share  findings  and  insights,  and  pro¬ 
vide  new  guidance  contributes  significantly  to 
Federal  Reserve  System  supervisory  policy  and 
practice.  During  1999,  our  supervisory  staff 
researched  loan  loss  reserve  methodologies 
in  support  of  interagency  efforts  to  provide 
guidance  to  the  industry  on  requirements 
affecting  reserves  for  impaired  assets.  In  addi¬ 
tion,  supervisory  staff,  in  collaboration  with 
the  Bank’s  research  economists,  began  devel¬ 
oping  a  supervisory  framework  to  assess  the 
adequacy  of  the  internal  capital  allocation 
systems  of  banks. 

Notwithstanding  these  significant  accom¬ 
plishments  in  the  arena  of  supervisory  practice 
and  policy,  we  recognized  that  changes  in  the 
organizational  structure  of  the  supervision 
group  could  improve  the  consistency  of  our 
supervisory  approaches  across  similar  institu¬ 
tions,  the  development  of  our  staff’s  expertise, 
and  the  linkage  between  policy  and  the  con¬ 
duct  of  supervisory  activities. 

To  meet  these  goals,  we  undertook  a  fun¬ 
damental  reassessment  of  our  organization  and 
adopted  a  new  structure  and  staffing  model. 
Although  implementation  and  transition 
procedures  have  been  laid  out,  successfully 
implementing  the  plan  and  ensuring  that  the 
expected  improvements  are  achieved  remain  a 
formidable  challenge.  Our  challenge  is  intensi¬ 
fied  by  the  need  to  adjust  to  our  new  role  as 
the  umbrella  supervisor  under  Gramm-Leach- 
Bliley,  which  will  require  establishing  new 
relationships  with  other  supervisors. 


Finally,  we  continue  to  face  the  important 
task  of  attracting,  developing,  and  retaining 
supervisory  staff  with  the  expertise  we  need — 
an  issue  that  assumes  greater  importance  in 
light  of  the  increasing  size  and  complexity  of 
the  organizations  for  which  we  will  be  respon¬ 
sible,  either  as  the  primary  regulator  or  the 
umbrella  supervisor.  Efforts  to  improve  skills 
development  and  staff  retention  will  again  be 
top  priorities  in  2000. 

STRENGTHENING  INTERNATIONAL 
RELATIONSHIPS 

In  1999,  the  Bank  set  out  to  broaden  and 
deepen  its  network  of  international  relation¬ 
ships.  The  Emerging  Markets  and  Inter¬ 
national  Affairs  Group  successfully  built  on  its 
unique  position  and  relationships  within  the 
domestic  and  international  financial  commu¬ 
nity  and  maintained  an  ongoing  dialogue  with 
key  players  in  both  the  official  and  the  private 
sectors.  These  efforts  supported  the  Bank’s 
active  role  throughout  the  year  in  monitoring, 
analyzing,  and  ameliorating  emerging  market 
pressures  and  in  contributing  to  related  policy 
discussions. 

The  Group  also  put  strong  emphasis  on 
improving  the  training  and  information  avail¬ 
able  to  central  bankers  from  all  over  the  world. 
Our  annual  multiweek  seminar  for  central 
bankers  provided  training  to  participants  from 
seventy-five  countries.  The  Bank  also  hosted 
week-long  courses  on  a  wide  range  of  central 
banking  subjects  in  the  spring  and  the  fall.  In 
addition,  we  structured  customized  activities 
for  more  than  100  central  bankers,  allowing  us 
to  provide  training  and  internships  to  represen¬ 
tatives  from  countries  strategically  important 
to  the  Bank. 
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Communications  with  bankers  and  central 
bankers  were  quite  extensive  during  the  year.  In 
addition  to  our  usual  contacts,  we  conducted 
training  surveys,  published  three  issues  of  a 
newsletter  on  central  banking  issues,  and 
responded  to  requests  from  international 
account  holders  for  information  about  this 
Banks  Y2K  compliance.  The  Bank  continued 
its  luncheon  and  meeting  series  with  the  man¬ 
agers  of  New  York  offices  of  foreign  banks  and 
hosted  meetings  for  other  international  groups. 
In  addition,  we  arranged  a  number  of  meetings 
with  the  New  York  financial  community  to 
foster  a  productive  dialogue  between  the  public 
and  the  private  sectors  on  pressing  issues  in  the 
emerging  markets. 

The  Bank’s  network  of  relationships  was 
strengthened  by  its  ongoing  engagement  with 
the  international  financial  community  on  a 
range  of  practical  issues  and  proposals.  For 
instance,  we  deepened  our  relationships  with 
foreign  central  banks  and  monetary  authorities 
through  collaborative  projects  and  contributed 
to  several  bilateral  and  multilateral  work  groups. 
New  York  Fed  staff  led  two  interagency  groups 
working  on  improvements  in  the  collection  of 
foreign  banking  and  portfolio  investment  data 
and  on  ways  to  reduce  reporting  burdens. 

As  a  service  to  official  international  organi¬ 
zations  and  to  governments  and  central  banks 
around  the  world,  the  Federal  Reserve  Bank 
of  New  York  maintains  custodial  accounts 
containing  gold,  funds,  securities,  and  other 
assets.  In  1982,  Iran  initiated  a  legal  action 
against  the  Bank  that  alleged  breaches  in  our 
obligations  with  respect  to  Iranian  funds  we 
held.  Those  funds  had  been  frozen  by  an  execu¬ 
tive  order  signed  by  President  Carter  during 


the  hostage  crisis.  Specifically,  Iran  sought  to 
recover  $200  million  based  on  its  claim  that 
the  Bank  did  not  pay  adequate  interest  on  the 
funds  it  held  during  the  period  in  question.  In 
1999,  following  a  complicated  and  contentious 
hearing,  the  Iran-United  States  tribunal  at  the 
Fiague  ruled  in  favor  of  the  Bank,  and  Iran 
received  nothing.  In  ruling  on  Iran’s  claim, 
Judge  Mosk  of  the  United  States  stated  that 
the  “award  establishes  that  the  [Bank]  acted 
honorably  and  appropriately  despite  difficult 
international  and  domestic  conditions.” 

LOOKING  OUTWARD 

The  major  initiatives  undertaken  by  the  Bank 
in  1999  will  help  to  strengthen  its  leadership, 
not  only  within  the  Federal  Reserve  System  but 
also  among  central  banks  around  the  world. 
However,  to  maximize  the  benefits  from  these 
initiatives,  we  must  do  a  better  job  than  ever 
before  of  using  all  channels  of  information, 
both  inside  and  outside  the  Bank,  to  learn 
about  and  understand  the  concerns  of  market 
participants,  customers,  and  the  public  we 
serve. 

In  1999,  for  example,  our  unique  network 
of  international  relationships  continued  to 
position  the  Bank  to  make  important  contri¬ 
butions  to  the  management  and  resolution  of 
emerging  market  crises.  Similarly,  the  success 
of  our  Markets  Group  in  calming  financial 
markets  by  writing  options  and  taking  other 
unprecedented  steps  prior  to  the  century  date 
change  was  derived  largely  from  our  outward¬ 
looking  approach  to  policy.  Stated  simply,  we 
were  plugged  into  the  markets,  had  the  right 
information,  and  devised  a  program  that 
addressed  the  needs  and  concerns  of  market 
participants. 


The  major  initiatives 
undertaken  by  the  Bank 
in  1999  will  help  to 
strengthen  its  leadership, 
not  only  within  the 
Federal  Reserve  System 
but  also  among  central 
banks  around  the  world. 
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To  remain  outward 
looking  in  our  approach, 
...  we  must  also  stay 
closely  involved  with  the 
people  and  firms  that 
reside  and  do  business 
in  our  District. 


In  financial  services  as  well,  we  concen¬ 
trated  in  1999  on  knowing  the  pricing  concerns 
and  service  needs  of  our  customers.  Through¬ 
out  the  year,  we  had  substantially  more  contact 
with  our  customers,  service  providers,  and 
vendors  by  sending  representatives  into  the 
field  and  inviting  industry  leaders  to  the  Bank. 
In  order  to  reduce  the  flow  of  documents  to 
banks  in  our  district,  we  introduced  an 
electronic  system  to  alert  them  about  newly 
issued  circulars  and  to  facilitate  downloading 
via  e-mail. 

To  remain  outward  looking  in  our 
approach,  however,  we  must  also  stay  closely 
involved  with  the  people  and  firms  that  reside 
and  do  business  in  our  District.  In  1999,  our 
perspective  on  the  community  was  greatly 
enhanced  by  information  we  obtained  from  the 
members  of  our  advisory  councils  on  small 
business  and  agriculture,  thrift  institutions, 
and  economic  and  financial  education.  Guided 
in  part  by  what  we  learned  from  outside 
sources,  the  Bank  organized  a  series  of  informal 
conferences  highlighting  strategies  for  commu¬ 
nity  development  investment  by  bankers  and 
other  investors. 

In  addition,  the  Bank’s  outreach  efforts 
included  about  100  interviews  with  bankers, 
community  groups,  and  government  officials, 
as  well  as  numerous  focus  groups  on  housing, 
economic  and  community  development,  youth 
unemployment,  and  economic  literacy  for 
adults.  During  1999,  we  collaborated  with 
several  organizations  to  improve  understanding 
of  the  home-buying  process,  established  a 
Community  Development  Council  consisting 
of  selected  individuals  from  banks,  govern¬ 
ment,  and  not-for-profit  organizations,  and 


helped  to  form  a  partnership  among  banks  and 
nonprofit  organizations  to  provide  training 
and  job  opportunities  to  unemployed  youths. 
Further,  we  extended  our  community  outreach 
efforts  to  include  discussions  of  the  1977 
Community  Reinvestment  Act,  fair  lending, 
risk-focused  examination  procedures,  and  sub¬ 
prime  lending. 

In  1999,  as  in  past  years,  activities  to  pro¬ 
mote  a  better  understanding  of  economics  and 
finance  played  a  major  role  in  the  Bank’s 
outward  focus.  Consistent  with  this  mission, 
we  introduced  a  series  of  coincident  and  lead¬ 
ing  indicators  for  the  economies  of  New  York 
and  New  Jersey  that  provide  early  warning 
signals  of  business  cycle  turning  points.  We 
also  coordinated  the  second  year  of  a  program 
to  train  Puerto  Rican  high  school  teachers  in 
economics  and  increased  the  number  of 
schools  and  teachers  taking  part.  In  addition, 
the  Bank  extended  its  kindergarten  through 
twelfth-grade  education  programs  to  include  a 
larger  and  more  diverse  group  of  Second 
District  schools  and  increased  national  partici¬ 
pation  in  educational  competitions  and  other 
programs. 

The  Bank  also  coordinated  several 
multiple-day  workshops,  including  the  Global 
Economic  Forum,  Central  Banking  Seminar 
for  College  Teachers,  Fed  Challenge  Institute, 
and  “In  the  Shoes  of  a  Fed  Policy  Maker.”  For 
the  second  consecutive  year,  the  Bank  ran  the 
national  economics  conference  for  educators  in 
collaboration  with  the  National  Council  for 
the  Social  Studies. 

Our  outward  focus  by  no  means  minimized 
the  importance  we  placed  on  finding  new 
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efficiencies  in  our  internal  operations.  In  1999, 
for  example,  the  Bank  established  a  set  of  poli¬ 
cies  and  guidelines  to  address  a  fundamental 
change  in  our  approach  to  computing,  away 
from  mainframes  and  toward  PCs  linked  to 
decentralized  servers.  This  new  “change  man¬ 
agement  architecture”  will  encourage  faster 
adaptation  to  technological  changes  by 
empowering  each  business  area  to  make  deci¬ 
sions  about  its  own  technological  needs. 
Consequently,  staff  throughout  the  Bank 
will  need  to  be  knowledgeable  about  the 
technology  in  their  area  and  accountable  for 
the  effective  functioning  and  creative  use  of 
that  technology.  In  effect,  each  business  area 
will  become  its  own  agent  of  change,  comfort¬ 
able  with  innovation  and  more  tolerant  of 
ambiguity  and  risk. 

During  1999,  efficiencies  were  also  realized 
from  improvements  in  paperwork  manage¬ 
ment,  automation  initiatives,  changes  in  internal 
service  levels,  and  the  establishment  of  a  formal 
review  framework  for  major  resource  invest¬ 
ments.  The  Bank’s  total  staffing  dropped  to 
about  3,800  people  in  1999 — a  decline  of 


more  than  2  percent;  total  operating  expenses 
grew  by  a  modest  3.2  percent,  with  lower 
growth  rates  in  support  services.  These  savings 
have  generated  sources  of  internal  funding  for 
the  Bank’s  strategic  initiatives.  A  larger  share  of 
the  Bank’s  resources  is  now  going  to  support 
key  endeavors  in  areas  such  as  monetary  policy 
implementation,  financial  supervision,  payment 
systems,  and  international  relationships. 


The  drive  for  greater  efficiency  in  1999 
complemented  our  efforts  to  use  the  diverse 
skills  of  the  Bank’s  staff  more  fully.  In  2000, 
we  plan  to  increase  communication  across 
departments  and  encourage  greater  movement 
of  staff  among  different  areas  of  the  Bank — 
steps  that  should  foster  fresh,  cross-disciplinary 
approaches  to  analysis  and  problem  solving. 
Similarly,  we  plan  to  add  flexibility  to  the 
Bank’s  structure  by  shifting  both  staff  and 
financial  resources  more  readily  within  the 
Bank  to  meet  new  or  changing  priorities.  We 
expect  these  approaches  and  more  competitive 
compensation  packages  to  help  ensure  that  the 
Bank  will  remain  an  employer  of  choice  in 
2000  and  beyond. 


Our  outward  focus  by  no 
means  minimized  the 
importance  we  placed 
on  finding  new  efficiencies 
in  our  internal  operations. 
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February  1 1 ,  2000 


To  the  Board  of  Directors  of  the 
Federal  Reserve  Bank  of  New  York: 


The  management  of  the  Federal  Reserve  Bank  of  New  York  (FRBNY)  is  responsible  for  the 
preparation  and  fair  presentation  of  the  Statement  of  Financial  Condition,  Statement  of  Income, 
and  Statement  of  Changes  in  Capital  as  of  December  31,  1999  (the  “Financial  Statements”).  The 
Financial  Statements  have  been  prepared  in  conformity  with  the  accounting  principles,  policies, 
and  practices  established  by  the  Board  of  Governors  of  the  Federal  Reserve  System  and  as  set  forth 
in  the  Financial  Accounting  Manual  for  the  Federal  Reserve  Banks,  and  as  such,  include  amounts, 
some  of  which  are  based  on  judgments  and  estimates  of  management. 

The  management  of  the  FRBNY  is  responsible  for  maintaining  an  effective  process  of  internal 
controls  over  financial  reporting,  including  the  safeguarding  of  assets  as  they  relate  to  the  Financial 
Statements.  Such  internal  controls  are  designed  to  provide  reasonable  assurance  to  management 
and  to  the  Board  of  Directors  regarding  the  preparation  of  reliable  Financial  Statements.  This 
process  of  internal  controls  contains  self-monitoring  mechanisms,  including,  but  not  limited  to, 
divisions  of  responsibility  and  a  code  of  conduct.  Once  identified,  any  material  deficiencies  in  the 
process  of  internal  controls  are  reported  to  management,  and  appropriate  corrective  measures  are 
implemented. 

Even  effective  internal  controls,  no  matter  how  well  designed,  have  inherent  limitations — 
including  the  possibility  of  human  error  and  costs  versus  benefits  considerations — and  therefore  can 
provide  only  reasonable  assurance  with  respect  to  the  preparation  of  reliable  Financial  Statements. 

The  management  of  the  FRBNY  assessed  its  internal  controls  over  financial  reporting,  including 
the  safeguarding  of  assets  reflected  in  the  Financial  Statements,  based  upon  the  criteria  established 
in  the  “Internal  Control — Integrated  Framework”  issued  by  the  Committee  of  Sponsoring 
Organizations  of  the  Treadway  Commission  (COSO).  Based  on  this  assessment,  the  management 
of  the  FRBNY  believes  that  the  FRBNY  maintained  an  effective  process  of  internal  controls  over 
financial  reporting,  including  the  safeguarding  of  assets  as  they  relate  to  the  Financial  Statements. 


William  J.  McDonough 
President 


Jamie  B.  Stewart,  Jr. 
First  Vice  President 
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Report  of  Independent  Accountants 

PricewaterhouseCoopers  L.L.P. 


To  the  Board  of  Directors  of  the 
Federal  Reserve  Bank  of  New  York: 


We  have  examined  management’s  assertion  that  the  Federal  Reserve  Bank  of  New  York 
(“FRBNY”)  maintained  effective  internal  control  over  financial  reporting  and  the  safeguarding 
of  assets  as  they  relate  to  the  Financial  Statements  as  of  December  31,  1999,  included  in  the 
accompanying  Management’s  Assertion. 

Our  examination  was  made  in  accordance  with  standards  established  by  the  American  Institute 
of  Certified  Public  Accountants,  and  accordingly,  included  obtaining  an  understanding  of  the 
internal  control  over  financial  reporting,  testing,  and  evaluating  the  design  and  operating 
effectiveness  of  the  internal  control,  and  such  other  procedures  as  we  considered  necessary  in  the 
circumstances.  We  believe  that  our  examination  provides  a  reasonable  basis  for  our  opinion. 

Because  of  inherent  limitations  in  any  internal  control,  misstatements  due  to  error  or  fraud  may 
occur  and  not  be  detected.  Also,  projections  of  any  evaluation  of  the  internal  control  over  financial 
reporting  to  future  periods  are  subject  to  the  risk  that  the  internal  control  may  become  inadequate 
because  of  changes  in  conditions,  or  that  the  degree  of  compliance  with  the  policies  or  procedures 
may  deteriorate. 

In  our  opinion,  management’s  assertion  that  the  FRBNY  maintained  effective  internal  control 
over  financial  reporting  and  over  the  safeguarding  of  assets  as  they  relate  to  the  Financial  Statements 
as  of  December  31,  1999,  is  fairly  stated,  in  all  material  respects,  based  upon  criteria  described  in 
“Internal  Control — Integrated  Framework”  issued  by  the  Committee  of  Sponsoring  Organizations 
of  the  Treadway  Commission. 


UUP 


New  York,  New  York 
February  29,  2000 
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Report  of  Independent  Accountants 
PricewaterhouseCoopers  L.L.P. 


To  the  Board  of  Governors  of 

the  Federal  Reserve  System 

and  the  Board  of  Directors  of 

the  Federal  Reserve  Bank  of  New  York: 


We  have  audited  the  accompanying  statements  of  condition  of  the  Federal  Reserve  Bank  of 
New  York  (the  "Bank  )  as  of  December  31,  1999  and  1998,  and  the  related  statements  of  income 
and  changes  in  capital  for  the  years  then  ended.  These  financial  statements  are  the  responsibilities 
of  the  Bank’s  management.  Our  responsibility  is  to  express  an  opinion  on  these  financial  statements 
based  on  our  audits. 

We  conducted  our  audits  in  accordance  with  auditing  standards  generally  accepted  in  the 
United  States.  Those  standards  require  that  we  plan  and  perform  the  audit  to  obtain  reasonable 
assurances  about  whether  the  financial  statements  are  free  of  material  misstatement.  An  audit 
includes  examining,  on  a  test  basis,  evidence  supporting  the  amounts  and  disclosures  in  the 
financial  statements.  An  audit  also  includes  assessing  the  accounting  principles  used  and  significant 
estimates  made  by  management,  as  well  as  evaluating  the  overall  financial  statement  presentation. 
We  believe  that  our  audits  provide  a  reasonable  basis  for  our  opinion. 

As  discussed  in  Note  3,  the  financial  statements  were  prepared  in  conformity  with  the 
accounting  principles,  policies,  and  practices  established  by  the  Board  of  Governors  of  the  Federal 
Reserve  System.  These  principles,  policies,  and  practices,  which  were  designed  to  meet  the 
specialized  accounting  and  reporting  needs  of  the  Federal  Reserve  System,  are  set  forth  in  the 
“Financial  Accounting  Manual  for  Federal  Reserve  Banks”  and  constitute  a  comprehensive  basis  of 
accounting  other  than  accounting  principles  generally  accepted  in  the  United  States. 

In  our  opinion,  the  financial  statements  referred  to  above  present  fairly,  in  all  material  respects, 
the  financial  position  of  the  Bank  as  of  December  31,  1999  and  1998,  and  results  of  its  operations 
for  the  years  then  ended,  on  the  basis  of  accounting  described  in  Note  3. 

UlP 

New  York,  New  York 
March  3,  2000 
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STATEMENTS  OF  CONDITION 

as  of  December  31,  1999,  and  December  31,  1998 

(in  millions) 


ASSETS 

1999 

1998 

Gold  certificates 

$  4,435 

$  4,206 

Special  drawing  rights  certificates 

2,431 

3,202 

Coin 

9 

15 

Items  in  process  of  collection 

941 

745 

Securities  purchased  under  agreements  to  resell  (tri-party) 

140,640 

— 

U.S.  government  and  federal  agency  securities,  net 

192,712 

201,503 

Investments  denominated  in  foreign  currencies 

3,277 

4,002 

Accrued  interest  receivable 

2,383 

1,965 

Bank  premises  and  equipment,  net 

254 

241 

Federal  Reserve  System  prepaid  pension  benefit  cost 

1,858 

1,491 

Other  assets 

102 

54 

Total  assets 

$349,042 

$217,424 

LIABILITIES  AND  CAPITAL 

Liabilities: 

Federal  Reserve  notes  outstanding,  net 

$236,509 

$194,182 

Deposits: 

Depository  institutions 

10,035 

7,533 

U.S.  Treasury,  general  account 

28,402 

6,086 

Other  deposits 

188 

164 

Deferred  credit  items 

973 

810 

Surplus  transfer  due  U.S.  Treasury 

424 

373 

Interdistrict  settlement  account 

69,615 

5,656 

Accrued  benefit  cost 

159 

151 

Other  liabilities 

87 

53 

Total  liabilities 

346,392 

215,008 

Capital: 

Capital  paid-in 

1,325 

1,208 

Surplus 

1,325 

1,208 

Total  capital 

2,650 

2,416 

Total  liabilities  and  capital 

$349,042 

$217,424 

The  accompanying  notes  are  an  integral  part  of  these  financial  statements. 
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STATEMENTS  OF  INCOME 

for  the  years  ended  December  31,  1999,  and  December  31,  1998 

(in  millions) 


1999 

1998 

Interest  income: 

Interest  on  U.S.  government  and  federal 

agency  securities 

$11,018 

$  9,803 

Interest  on  securities  purchased  under  agreements 

to  resell  (tri-party) 

519 

— 

Interest  on  foreign  currencies 

46 

89 

Interest  on  loans  to  depository  institutions 

1 

1 

Total  interest  income 

11,584 

9,893 

Other  operating  income  (loss): 

Income  from  services 

92 

99 

Reimbursable  services  to  government  agencies 

56 

58 

Foreign  currency  gains  (losses),  net 

(102) 

380 

U.S.  government  securities  gains  (losses),  net 

(9) 

17 

Other  income 

35 

35 

Total  other  operating  income 

72 

589 

Operating  expenses: 

Salaries  and  other  benefits 

301 

288 

Occupancy  expense 

44 

40 

Equipment  expense 

34 

35 

Cost  of  unreimbursed  Treasury  services 

1 

1 

Assessments  by  Board  of  Governors 

235 

196 

Other  expenses 

125 

131 

Total  operating  expenses 

740 

691 

Net  income  before  net  periodic  pension  expense 

10,916 

9,791 

Net  periodic  pension  credit 

(367) 

(289) 

Net  income  prior  to  distribution 

$11,283 

$10,080 

Distribution  of  net  income: 

Dividends  paid  to  member  banks 

78 

70 

Transferred  to  surplus 

117 

152 

Payments  to  U.S.  Treasury  as  interest  on 

Federal  Reserve  notes 

11,088 

3,098 

Payments  to  U.S.  Treasury  as  required  by  statute 

— 

6,760 

Total  distribution 

$11,283 

$10,080 

The  accompanying  notes  are  an  integral  part  of  these  financial  statements. 
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STATEMENTS  OF  CHANGES  IN  CAPITAL 

for  the  years  ended  December  31,  1999,  and  December  31,  1998 

(in  millions) 


Capital  Paid-in 

Surplus 

Total  Capital 

Balance  at  January  1,  1998 
(22.2  million  shares) 

$1,108 

$1,056 

$2,164 

Net  income  transferred  to  surplus 

— 

152 

152 

Net  change  in  capital  stock  issued 
(2.0  million  shares) 

$  100 

_ 

$  100 

Balance  at  December  31,  1998 
(24.2  million  shares) 

$1,208 

$1,208 

$2,416 

Net  income  transferred  to  surplus 

— 

117 

117 

Net  change  in  capital  stock  issued 
(2.3  million  shares) 

$  117 

— 

$  117 

Balance  at  December  31,  1999 
(26.5  million  shares) 

$1,325 

$1,325 

$2,650 

The  accompanying  notes  are  an  integral  part  of  these  financial  statements. 
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FEDERAL  RESERVE  BANK 

OF  NEW  YORK 

Notes  to  Financial  Statements 

1.  ORGANIZATION 

The  Federal  Reserve  Bank  of  New  York  (“Bank”)  is  part  of  the  Federal  Reserve 
System  (“System”)  created  by  Congress  under  the  Federal  Reserve  Act  of  1913 
(“Federal  Reserve  Act”),  which  established  the  central  bank  of  the  United  States. 
The  System  consists  of  the  Board  of  Governors  of  the  Federal  Reserve  System 
(“Board  of  Governors”)  and  twelve  Federal  Reserve  Banks  (“Reserve  Banks”).  The 
Reserve  Banks  are  chartered  by  the  federal  government  and  possess  a  unique  set  of 
governmental,  corporate,  and  central  bank  characteristics.  Other  major  elements  of 
the  System  are  the  Federal  Open  Market  Committee  (“FOMC”)  and  the  Federal 
Advisory  Council.  The  FOMC  is  composed  of  members  of  the  Board  of  Governors, 
this  Bank’s  president,  and,  on  a  rotating  basis,  four  other  Reserve  Bank  presidents. 

Structure 

The  Bank  and  its  branch  in  Buffalo  serve  the  Second  Federal  Reserve  District,  which 
includes  the  state  of  New  York,  the  twelve  northern  counties  of  New  Jersey,  and 
Fairfield  County,  Connecticut,  as  well  as  the  Commonwealth  of  Puerto  Rico  and 
the  U.S.  Virgin  Islands.  In  accordance  with  the  Federal  Reserve  Act,  supervision  and 
control  of  the  Bank  are  exercised  by  a  board  of  directors.  Banks  that  are  members  of 
the  System  include  all  national  banks  and  any  state-chartered  bank  that  applies  and 
is  approved  for  membership  in  the  System. 

Board  of  Directors 

The  Federal  Reserve  Act  specifies  the  composition  of  the  board  of  directors  for  each 
of  the  Reserve  Banks.  Each  board  is  composed  of  nine  members  serving  three-year 
terms:  three  directors,  including  those  designated  as  Chairman  and  Deputy 
Chairman,  are  appointed  by  the  Board  of  Governors,  and  six  directors  are  elected 
by  member  banks.  Of  the  six  elected  by  member  banks,  three  represent  the  public 
and  three  represent  member  banks.  Member  banks  are  divided  into  three  classes 
according  to  size.  Member  banks  in  each  class  elect  one  director  representing 
member  banks  and  one  representing  the  public.  In  any  election  of  directors,  each 
member  bank  receives  one  vote,  regardless  of  the  number  of  shares  of  Reserve  Bank 
stock  it  holds. 
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2.  OPERATIONS  AND  SERVICES 

The  System  performs  a  variety  of  services  and  operations.  Functions  include  for¬ 
mulating  and  conducting  monetary  policy;  participating  actively  in  the  payments 
mechanism,  including  large-dollar  transfers  of  funds,  automated  clearinghouse 
operations,  and  check  processing;  distribution  of  coin  and  currency;  fiscal  agency 
functions  for  the  U.S.  Treasury  and  certain  federal  agencies;  serving  as  the  federal 
government’s  bank;  providing  short-term  loans  to  depository  institutions;  serving 
the  consumer  and  the  community  by  providing  educational  materials  and 
information  regarding  consumer  laws;  supervising  bank  holding  companies,  state 
member  banks,  and  U.S.  offices  of  foreign  banking  organizations;  and  administer¬ 
ing  other  regulations  of  the  Board  of  Governors.  The  Board  of  Governors’  operating 
costs  are  funded  through  assessments  on  the  Reserve  Banks. 

The  FOMC  establishes  policy  regarding  open  market  operations,  oversees  these 
operations,  and  issues  authorizations  and  directives  to  the  Bank  for  its  execution 
of  transactions.  Authorized  transaction  types  include  direct  purchase  and  sale  of 
securities,  matched  sale-purchase  transactions,  the  purchase  of  securities  under 
agreements  to  resell,  and  the  lending  of  U.S.  government  securities.  For  the  year 
ending  1999,  the  FOMC  provided  temporary  authorization  for  the  Bank  to  enter 
into  tri-party  repurchase  and  reverse  repurchase  agreements  and  to  sell  options  on 
overnight  repurchase  agreements.  Additionally,  the  Bank  is  authorized  by  the 
FOMC  to  hold  balances  of,  and  to  execute  spot  and  forward  foreign  exchange  and 
securities  contracts  in,  fourteen  foreign  currencies;  maintain  reciprocal  currency 
arrangements  (“FX  swaps”)  with  various  central  banks;  and  “warehouse”  foreign 
currencies  for  the  U.S.  Treasury  and  Exchange  Stabilization  Fund  (“ESF”)  through 
the  Reserve  Banks. 

3.  SIGNIFICANT  ACCOUNTING  POLICIES 

Accounting  principles  for  entities  with  the  unique  powers  and  responsibilities  of 
the  nation’s  central  bank  have  not  been  formulated  by  the  Financial  Accounting 
Standards  Board.  The  Board  of  Governors  has  developed  specialized  accounting 
principles  and  practices  that  it  believes  are  appropriate  for  the  significantly  differ¬ 
ent  nature  and  function  of  a  central  bank  as  compared  to  the  private  sector.  These 
accounting  principles  and  practices  are  documented  in  the  “Financial  Accounting 
Manual  for  Federal  Reserve  Banks”  (“Financial  Accounting  Manual”),  which  is 
issued  by  the  Board  of  Governors.  All  Reserve  Banks  are  required  to  adopt  and 
apply  accounting  policies  and  practices  that  are  consistent  with  the  Financial 
Accounting  Manual. 
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The  financial  statements  have  been  prepared  in  accordance  with  the  Financial 
Accounting  Manual.  Differences  exist  between  the  accounting  principles  and 
practices  of  the  System  and  generally  accepted  accounting  principles  in  the  United 
States  (  GAAP  ).  The  primary  differences  are  the  presentation  of  all  security 
holdings  at  amortized  cost,  rather  than  at  the  fair  value  presentation  requirements 
of  GAAP,  and  the  accounting  for  matched  sale-purchase  transactions  as  separate 
sales  and  purchases,  rather  than  secured  borrowings  with  pledged  collateral,  as  is 
required  by  GAAP.  In  addition,  the  Bank  has  elected  not  to  present  a  Statement  of 
Cash  Flows  or  a  Statement  of  Comprehensive  Income.  The  Statement  of  Cash 
Flows  has  not  been  included,  as  the  liquidity  and  cash  position  of  the  Bank  are  not 
of  primary  concern  to  the  users  of  these  financial  statements.  The  Statement  of 
Comprehensive  Income,  which  comprises  net  income  plus  or  minus  certain  adjust¬ 
ments  such  as  the  fair-value  adjustment  for  securities,  has  not  been  included 
because,  as  stated  above,  the  securities  are  recorded  at  amortized  cost  and  there  are 
no  other  adjustments  in  the  determination  of  comprehensive  income  applicable  to 
the  Bank.  Other  information  regarding  the  Bank’s  activities  is  provided  in,  or  may 
be  derived  from,  the  Statements  of  Condition,  Income,  and  Changes  in  Capital. 
Therefore,  a  Statement  of  Cash  Flows  or  a  Statement  of  Comprehensive  Income 
would  not  provide  any  additional  useful  information.  There  are  no  other  signifi¬ 
cant  differences  between  the  policies  outlined  in  the  Financial  Accounting  Manual 
and  GAAP. 

The  preparation  of  the  financial  statements  in  conformity  with  the  Financial 
Accounting  Manual  requires  management  to  make  certain  estimates  and  assump¬ 
tions  that  affect  the  reported  amounts  of  assets  and  liabilities  and  disclosure  of  con¬ 
tingent  assets  and  liabilities  at  the  date  of  the  financial  statements  and  the  reported 
amounts  of  income  and  expenses  during  the  reporting  period.  Actual  results  could 
differ  from  those  estimates.  Unique  accounts  and  significant  accounting  policies  are 
explained  below. 

a.  Gold  Certificates 

The  Secretary  of  the  Treasury  is  authorized  to  issue  gold  certificates  to  the  Reserve 
Banks  to  monetize  gold  held  by  the  U.S.  Treasury.  Payment  for  the  gold  certificates 
by  the  Reserve  Banks  is  made  by  crediting  equivalent  amounts  in  dollars  into  the 
account  established  for  the  U.S.  Treasury.  These  gold  certificates  held  by  the  Reserve 
Banks  are  required  to  be  backed  by  the  gold  of  the  U.S.  Treasury.  The  U.S.  Treasury 
may  reacquire  the  gold  certificates  at  any  time  and  the  Reserve  Banks  must  deliver 
them  to  the  U.S.  Treasury.  At  such  time,  the  U.S.  Treasury’s  account  is  charged 
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and  the  Reserve  Banks’  gold  certificate  accounts  are  lowered.  The  value  of  gold  for 
purposes  of  backing  the  gold  certificates  is  set  by  law  at  $42  2/9  a  fine  troy  ounce. 
The  Board  of  Governors  allocates  the  gold  certificates  among  Reserve  Banks  once  a 
year  based  upon  Federal  Reserve  notes  outstanding  in  each  District  at  the  end  of  the 
preceding  year. 

b.  Special  Drawing  Rights  Certificates 

Special  drawing  rights  (“SDRs”)  are  issued  by  the  International  Monetary  Fund 
(“Fund”)  to  its  members  in  proportion  to  each  member’s  quota  in  the  Fund  at  the 
time  of  issuance.  SDRs  serve  as  a  supplement  to  international  monetary  reserves  and 
may  be  transferred  from  one  national  monetary  authority  to  another.  Under  the  law 
providing  for  United  States  participation  in  the  SDR  system,  the  Secretary  of  the 
U.S.  Treasury  is  authorized  to  issue  SDR  certificates,  somewhat  like  gold  certificates, 
to  the  Reserve  Banks.  At  such  time,  equivalent  amounts  in  dollars  are  credited  to  the 
account  established  for  the  U.S.  Treasury,  and  the  Reserve  Banks’  SDR  certificate 
accounts  are  increased.  The  Reserve  Banks  are  required  to  purchase  SDRs,  at  the 
direction  of  the  U.S.  Treasury,  for  the  purpose  of  financing  SDR  acquisitions  or  for 
financing  exchange  stabilization  operations.  The  Board  of  Governors  allocates  each 
SDR  transaction  among  Reserve  Banks  based  upon  Federal  Reserve  notes  outstand¬ 
ing  in  each  District  at  the  end  of  the  preceding  year. 

c.  Loans  to  Depository  Institutions 

The  Depository  Institutions  Deregulation  and  Monetary  Control  Act  of  1980 
provides  that  all  depository  institutions  that  maintain  reservable  transaction 
accounts  or  nonpersonal  time  deposits,  as  defined  in  Regulation  D  issued  by  the 
Board  of  Governors,  have  borrowing  privileges  at  the  discretion  of  the  Reserve 
Banks.  Borrowers  execute  certain  lending  agreements  and  deposit  sufficient  collat¬ 
eral  before  credit  is  extended.  Loans  are  evaluated  for  collectibility,  and  currently  all 
are  considered  collectible  and  fully  collateralized.  If  any  loans  were  deemed  to  be 
uncollectible,  an  appropriate  reserve  would  be  established.  Interest  is  recorded  on 
the  accrual  basis  and  is  charged  at  the  applicable  discount  rate  established  at  least 
every  fourteen  days  by  the  boards  of  directors  of  the  Reserve  Banks,  subject  to  review 
by  the  Board  of  Governors.  However,  Reserve  Banks  retain  the  option  to  impose  a 
surcharge  above  the  basic  rate  in  certain  circumstances. 

The  Board  of  Governors  established  a  Special  Liquidity  Facility  (“SLF”)  to  make 
discount  window  credit  readily  available  to  depository  institutions  in  sound  financial 
condition  around  the  century  date  change  (October  1,  1999,  to  April  7,  2000)  in 
order  to  meet  unusual  liquidity  demands  and  to  allow  institutions  to  confidently 
commit  to  supplying  loans  to  other  institutions  and  businesses  during  this  period. 
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Under  the  SLF,  collateral  requirements  are  unchanged  and  loans  are  made  at  a  rate 
of  150  basis  points  above  the  FOMC’s  target  federal  funds  rate. 

d.  U.S.  Government  and  Federal  Agency  Securities  and  Investments 

Denominated  in  Foreign  Currencies 

The  Bank  has  been  designated  by  the  FOMC  to  execute  open  market  transactions 
on  its  behalf  and  to  hold  the  resulting  securities  in  the  portfolio  known  as  the 
System  Open  Market  Account  (  SOMA”).  In  addition  to  authorizing  and  directing 
operations  in  the  domestic  securities  market,  the  FOMC  authorizes  and  directs  the 
Bank  to  execute  operations  in  foreign  markets  for  major  currencies  in  order  to 
counter  disorderly  conditions  in  exchange  markets  or  to  meet  other  needs  specified 
by  the  FOMC  in  carrying  out  the  System’s  central  bank  responsibilities. 

Purchases  of  securities  under  agreements  to  resell  and  matched  sale-purchase 
transactions  are  accounted  for  as  separate  sale  and  purchase  transactions.  Purchases 
under  agreements  to  resell  are  transactions  in  which  the  Bank  purchases  a  security 
and  sells  it  back  at  the  rate  specified  at  the  commencement  of  the  transaction. 
Matched  sale-purchase  transactions  are  transactions  in  which  the  Bank  sells  a  secu¬ 
rity  and  buys  it  back  at  the  rate  specified  at  the  commencement  of  the  transaction. 

In  addition  to  the  aforementioned  purchases  of  securities  under  agreements  to 
resell  and  matched  sale-purchase  transactions,  the  Bank,  also  through  the  FOMC’s 
temporary  authorization,  engages  in  tri-party  repurchase  and  reverse  repurchase 
agreements  (“tri-party  agreements”).  Tri-party  agreements  are  conducted  with  two 
custodial  banks  that  manage  the  clearing  and  settlement  of  collateral.  Acceptable 
collateral  under  tri-party  repurchase  agreements  primarily  includes  U.S.  govern¬ 
ment  and  agency  securities;  pass-through  mortgage  securities  of  GNMA,  FHLMC, 
and  FNMA;  STRIP  securities  of  the  U.S.  government;  and  “stripped”  securities  of 
other  government  agencies.  The  tri-party  repurchase  and  reverse  repurchase  trans¬ 
actions  are  accounted  for  as  financing  transactions,  with  the  associated  interest 
income  and  interest  expense  recorded  over  the  period  of  the  agreement.  Tri-party 
operations  commenced  in  October  1999  and  have  been  approved  by  the  FOMC 
through  April  2000. 

Another  tool  employed  by  the  Bank  to  address  potential  reserve  shortages  was 
the  ability  to  sell  options  on  overnight  repurchase  agreements.  The  Bank  has  the 
temporary  authority  to  sell  European  options  to  primary  dealers  that  give  the 
dealers  the  right  to  enter  into  repurchase  agreements  with  the  Bank  on  the  exercise 
date.  The  options  were  auctioned  in  three-week-long  “strips,”  with  each  strip 
consisting  of  the  right  to  exercise  overnight  repurchase  agreements  for  up  to  five 
consecutive  business  days.  In  general,  the  options  could  only  be  exercised  at  a  strike 
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price  of  150  or  250  basis  points  above  the  most  recently  announced  FOMC 
federal  funds  target  rate. 

Effective  April  26,  1999,  the  Bank  was  given  the  sole  authorization  by  the 
FOMC  to  lend  U.S.  government  securities  held  in  the  SOMA  to  U.S.  government 
securities  dealers  and  to  banks  participating  in  U.S.  government  securities  clearing 
arrangements,  in  order  to  facilitate  the  effective  functioning  of  the  domestic  securi¬ 
ties  market.  These  securities  lending  transactions  are  fully  collateralized  by  other 
U.S.  government  securities.  FOMC  policy  requires  the  Bank  to  take  possession  of 
collateral  in  amounts  in  excess  of  the  market  values  of  the  securities  loaned.  The 
market  values  of  the  collateral  and  the  securities  loaned  are  monitored  by  the  Bank 
on  a  daily  basis,  with  additional  collateral  obtained  as  necessary.  The  securities 
loaned  continue  to  be  accounted  for  in  the  SOMA.  Prior  to  April  26,  1999,  all 
Reserve  Banks  were  authorized  to  engage  in  such  lending  activity. 

Foreign  exchange  contracts  are  contractual  agreements  between  two  parties  to 
exchange  specified  currencies  at  a  specified  price  on  a  specified  date.  Spot  foreign 
contracts  normally  settle  two  days  after  the  trade  date,  whereas  the  settlement 
date  on  forward  contracts  is  negotiated  between  the  contracting  parties  but  will 
extend  beyond  two  days  from  the  trade  date.  The  Bank  generally  enters  into  spot 
contracts,  with  any  forward  contracts  generally  limited  to  the  second  leg  of  a 
swap/warehousing  transaction. 

The  Bank,  on  behalf  of  the  Reserve  Banks,  maintains  renewable,  short-term  FX 
swap  arrangements  with  authorized  foreign  central  banks.  The  parties  agree  to 
exchange  their  currencies  up  to  a  prearranged  maximum  amount  and  for  an  agreed- 
upon  period  of  time  (up  to  twelve  months),  at  an  agreed-upon  interest  rate.  These 
arrangements  give  the  FOMC  temporary  access  to  foreign  currencies  that  it  may 
need  for  intervention  operations  to  support  the  dollar  and  give  the  partner  foreign 
central  bank  temporary  access  to  dollars  it  may  need  to  support  its  own  currency. 
Drawings  under  the  FX  swap  arrangements  can  be  initiated  by  either  the  Bank  or 
the  partner  foreign  central  bank,  and  must  be  agreed  to  by  the  drawee.  The  FX 
swaps  are  structured  so  that  the  party  initiating  the  transaction  (the  drawer)  bears 
the  exchange  rate  risk  upon  maturity.  The  Bank  will  generally  invest  the  foreign 
currency  received  under  an  FX  swap  in  interest-bearing  instruments. 

Warehousing  is  an  arrangement  under  which  the  FOMC  agrees  to  exchange,  at 
the  request  of  the  Treasury,  U.S.  dollars  for  foreign  currencies  held  by  the  Treasury 
or  ESF  over  a  limited  period  of  time.  The  purpose  of  the  warehousing  facility  is 
to  supplement  the  U.S.  dollar  resources  of  the  Treasury  and  ESF  for  financing 
purchases  of  foreign  currencies  and  related  international  operations. 
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In  connection  with  its  foreign  currency  activities,  the  Bank,  on  behalf  of  the 
Reserve  Banks,  may  enter  into  contracts  that  contain  varying  degrees  of  off- 
balance-sheet  market  risk,  because  they  represent  contractual  commitments  involv¬ 
ing  future  settlement,  and  counterparty  credit  risk.  The  Bank  controls  credit  risk 
by  obtaining  credit  approvals,  establishing  transaction  limits,  and  performing  daily 
monitoring  procedures. 

While  the  application  of  current  market  prices  to  the  securities  currently  held  in 
the  SOMA  portfolio  and  investments  denominated  in  foreign  currencies  may  result 
in  values  substantially  above  or  below  their  carrying  values,  these  unrealized  changes 
in  value  would  have  no  direct  effect  on  the  quantity  of  reserves  available  to  the  bank¬ 
ing  system  or  on  the  prospects  for  future  Reserve  Bank  earnings  or  capital.  Both  the 
domestic  and  foreign  components  of  the  SOMA  portfolio  from  time  to  time  involve 
transactions  that  can  result  in  gains  or  losses  when  holdings  are  sold  prior  to  matu¬ 
rity.  However,  decisions  regarding  the  securities  and  foreign  currencies  transactions, 
including  their  purchase  and  sale,  are  motivated  by  monetary  policy  objectives 
rather  than  profit.  Accordingly,  earnings  and  any  gains  or  losses  resulting  from  the 
sale  of  such  currencies  and  securities  are  incidental  to  the  open  market  operations 
and  do  not  motivate  its  activities  or  policy  decisions. 

U.S.  government  and  federal  agency  securities  and  investments  denominated  in 
foreign  currencies  comprising  the  SOMA  are  recorded  at  cost,  on  a  settlement-date 
basis,  and  adjusted  for  amortization  of  premiums  or  accretion  of  discounts,  on  a 
straight-line  basis.  Interest  income  is  accrued  on  a  straight-line  basis  and  is  reported 
as  “Interest  on  U.S.  government  and  federal  agency  securities”  or  “Interest  on 
foreign  currencies,”  as  appropriate.  Income  earned  on  securities  lending  transactions 
is  reported  as  a  component  of  “Other  income.”  Gains  and  losses  resulting  from  sales 
of  securities  are  determined  by  specific  issues  based  on  average  cost.  Gains  and 
losses  on  the  sales  of  U.S.  government  and  federal  agency  securities  are  reported  as 
“Government  securities  gains  (losses),  net.”  Foreign-currency-denominated  assets 
are  revalued  monthly  at  current  market  exchange  rates  in  order  to  report  these 
assets  in  U.S.  dollars.  Realized  and  unrealized  gains  and  losses  on  investments 
denominated  in  foreign  currencies  are  reported  as  “Foreign  currency  gains  (losses), 
net.”  Foreign  currencies  held  through  FX  swaps,  when  initiated  by  the  counter¬ 
party,  and  warehousing  arrangements  are  revalued  monthly,  with  the  unrealized 
gain  or  loss  reported  by  the  Bank  as  a  component  of  “Other  assets”  or  “Other 
liabilities,”  as  appropriate. 

Balances  of  U.S.  government  and  federal  agency  securities  bought  outright, 
investments  denominated  in  foreign  currency,  interest  income,  amortization  of 
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premiums  and  discounts  on  securities  bought  outright,  gains  and  losses  on  sales  of 
securities,  and  realized  and  unrealized  gains  and  losses  on  investments  denominated 
in  foreign  currencies,  excluding  those  held  under  an  FX  swap  arrangement,  are 
allocated  to  each  Reserve  Bank.  Effective  April  26,  1999,  income  from  securities 
lending  transactions  undertaken  by  the  Bank  was  also  allocated  to  each  Reserve 
Bank.  Securities  purchased  under  agreements  to  resell  and  unrealized  gains  and 
losses  on  the  revaluation  of  foreign  currency  holdings  under  FX  swaps  and  ware¬ 
housing  arrangements  are  allocated  to  the  Bank  and  not  to  other  Reserve  Banks. 

e.  Bank  Premises  and  Equipment 

Bank  premises  and  equipment  are  stated  at  cost  less  accumulated  depreciation. 
Depreciation  is  calculated  on  a  straight-line  basis  over  estimated  useful  lives  of  assets 
ranging  from  two  to  fifty  years.  New  assets,  major  alterations,  renovations,  and 
improvements  are  capitalized  at  cost  as  additions  to  the  asset  accounts. 
Maintenance,  repairs,  and  minor  replacements  are  charged  to  operations  in  the  year 
incurred. 

f.  Interdistrict  Settlement  Account 

At  the  close  of  business  each  day,  all  Reserve  Banks  and  branches  assemble  the 
payments  due  to  or  from  other  Reserve  Banks  and  branches  as  a  result  of  transac¬ 
tions  involving  accounts  residing  in  other  Districts  that  occurred  during  the  day’s 
operations.  Such  transactions  may  include  funds  settlement,  check  clearing  and 
automated  clearinghouse  (  ACF1  )  operations,  and  allocations  of  shared  expenses. 
The  cumulative  net  amount  due  to  or  from  other  Reserve  Banks  is  reported  as  the 
“Interdistrict  settlement  account.” 

g.  Federal  Reserve  Notes 

Federal  Reserve  notes  are  the  circulating  currency  of  the  United  States.  These  notes 
are  issued  through  the  various  Federal  Reserve  Agents  to  the  Reserve  Banks  upon 
deposit  with  such  agents  of  certain  classes  of  collateral  security,  typically  U.S. 
government  securities.  These  notes  are  identified  as  issued  to  a  specific  Reserve  Bank. 
The  Federal  Reserve  Act  provides  that  the  collateral  security  tendered  by  the  Reserve 
Bank  to  the  Federal  Reserve  Agent  must  be  equal  to  the  sum  of  the  notes  applied 
for  by  such  Reserve  Bank.  In  accordance  with  the  Federal  Reserve  Act,  gold  certifi¬ 
cates,  special  drawing  rights  certificates,  U.S.  government  and  agency  securities, 
loans,  and  investments  denominated  in  foreign  currencies  are  pledged  as  collateral 
for  net  Federal  Reserve  notes  outstanding.  The  collateral  value  is  equal  to  the  book 
value  of  the  collateral  tendered,  with  the  exception  of  securities,  whose  collateral 
value  is  equal  to  the  par  value  of  the  securities  tendered.  Tri-party  agreements,  which 
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received  temporary  authorization  through  April  2000,  however,  are  valued  at  the 
contract  amount.  The  Board  of  Governors  may,  at  any  time,  call  upon  a  Reserve 
Bank  for  additional  security  to  adequately  collateralize  the  Federal  Reserve  notes. 
The  Reserve  Banks  have  entered  into  an  agreement  that  provides  for  certain  assets 
of  the  Reserve  Banks  to  be  jointly  pledged  as  collateral  for  the  Federal  Reserve  notes 
of  all  Reserve  Banks  in  order  to  satisfy  their  obligation  of  providing  sufficient 
collateral  for  outstanding  Federal  Reserve  notes.  In  the  event  that  this  collateral  is 
insufficient,  the  Federal  Reserve  Act  provides  that  Federal  Reserve  notes  become  a 
first  and  paramount  lien  on  all  the  assets  of  the  Reserve  Banks.  Finally,  as  obligations 
of  the  United  States,  Federal  Reserve  notes  are  backed  by  the  full  faith  and  credit  of 
the  United  States  government. 

The  “Federal  Reserve  notes  outstanding,  net”  account  represents  Federal  Reserve 
notes,  reduced  by  cash  held  in  the  vaults  of  the  Bank,  of  $89,983  million  and 
$30,527  million  at  December  31,  1999,  and  December  31,  1998,  respectively. 

h.  Capital  Paid-in 

The  Federal  Reserve  Act  requires  that  each  member  bank  subscribe  to  the  capital 
stock  of  the  Reserve  Bank  in  an  amount  equal  to  6  percent  of  the  capital  and 
surplus  of  the  member  bank.  As  a  member  bank’s  capital  and  surplus  change,  its 
holdings  of  the  Reserve  Bank’s  stock  must  be  adjusted.  Member  banks  are  those 
state-chartered  banks  that  apply  and  are  approved  for  membership  in  the  System 
and  all  national  banks.  Currently,  only  one-half  of  the  subscription  is  paid-in  and 
the  remainder  is  subject  to  call.  These  shares  are  nonvoting,  with  a  par  value  of 
$100.  They  may  not  be  transferred  or  hypothecated.  By  law,  each  member  bank  is 
entitled  to  receive  an  annual  dividend  of  6  percent  on  the  paid-in  capital  stock.  This 
cumulative  dividend  is  paid  semiannually.  A  member  bank  is  liable  for  Reserve  Bank 
liabilities  up  to  twice  the  par  value  of  stock  subscribed  by  it. 

i.  Surplus 

The  Board  of  Governors  requires  Reserve  Banks  to  maintain  a  surplus  equal  to  the 
amount  of  capital  paid-in  as  of  December  31.  This  amount  is  intended  to  provide 
additional  capital  and  reduce  the  possibility  that  the  Reserve  Banks  would  be  required 
to  call  on  member  banks  for  additional  capital.  Reserve  Banks  are  required  by  the 
Board  of  Governors  to  transfer  to  the  U.S.  Treasury  excess  earnings  after  providing 
for  the  costs  of  operations,  payment  of  dividends,  and  reservation  of  an  amount 
necessary  to  equate  surplus  with  capital  paid-in. 

The  Omnibus  Budget  Reconciliation  Act  of  1993  (Public  Law  103-66, 
Section  3002)  codified  the  existing  Board  surplus  policies  as  statutory  surplus 
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transfers,  rather  than  as  payments  of  interest  on  Federal  Reserve  notes,  for  federal 
government  fiscal  years  1998  and  1997  (which  ended  on  September  30,  1998,  and 
September  30,  1997,  respectively).  In  addition,  the  legislation  directed  the  Reserve 
Banks  to  transfer  to  the  U.S.  Treasury  additional  surplus  funds  of  $107  million  and 
$106  million  during  fiscal  years  1998  and  1997,  respectively.  Reserve  Banks  were 
not  permitted  to  replenish  surplus  for  these  amounts  during  this  time.  Payments  to 
the  U.S.  Treasury  made  after  September  30,  1998,  represent  payment  of  interest  on 
Federal  Reserve  notes  outstanding. 

The  Consolidated  Appropriations  Act  of  1999  (Public  Law  106-113, 
Section  302)  directed  the  Reserve  Banks  to  transfer  to  the  U.S.  Treasury  additional 
surplus  funds  of  $3,752  million  during  the  federal  government’s  2000  fiscal  year. 
The  Reserve  Banks  will  make  this  payment  prior  to  September  30,  2000. 

In  the  event  of  losses,  payments  to  the  U.S.  Treasury  are  suspended  until  such 
losses  are  recovered  through  subsequent  earnings.  Weekly  payments  to  the  U.S. 
Treasury  may  vary  significantly. 

j.  Income  and  Cost  Related  to  Treasury  Services 

The  Bank  is  required  by  the  Federal  Reserve  Act  to  serve  as  fiscal  agent  and  deposi¬ 
tory  of  the  United  States.  By  statute,  the  Department  of  the  Treasury  is  permitted, 
but  not  required,  to  pay  for  these  services.  The  costs  of  providing  fiscal  agency  and 
depository  services  to  the  Treasury  Department  that  have  been  billed  but  will  not  be 
paid  are  reported  as  the  “Cost  of  unreimbursed  Treasury  services.” 

k.  Taxes 

The  Reserve  Banks  are  exempt  from  federal,  state,  and  local  taxes,  except  for  taxes 
on  real  property,  which  are  reported  as  a  component  of  “Occupancy  expense.” 

4.  U.S.  GOVERNMENT  AND  FEDERAL  AGENCY  SECURITIES 

Securities  bought  outright  and  held  under  agreements  to  resell  are  held  in  the 
SOMA  at  the  Bank.  An  undivided  interest  in  SOMA  activity,  with  the  exception  of 
securities  held  under  agreements  to  resell,  is  allocated  to  each  Reserve  Bank  on  a 
percentage  basis  derived  from  an  annual  settlement  of  interdistrict  clearings.  The 
settlement,  performed  in  April  of  each  year,  equalizes  Reserve  Bank  gold  certificate 
holdings  to  Federal  Reserve  notes  outstanding.  The  Bank’s  allocated  share  of  SOMA 
balances  was  approximately  39.825  percent  and  37.064  percent  at  December  31, 
1999,  and  December  31,  1998,  respectively. 
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The  Bank’s  allocated  share  of  securities  held  in  the  SOMA  at  December  31, 
1999,  and  December  31,  1998,  that  were  bought  outright,  were  as  follows: 


Amount  (in  Millions) 

1999 

1998 

Par  value: 

Federal  agency 

U.S.  government: 

$  72 

$  125 

Bills 

70,297 

72,190 

Notes 

87,004 

69,641 

Bonds 

33,046 

25,750 

Total  par  value 

190,419 

167,706 

Unamortized  premiums 

3,623 

2,738 

Unaccreted  discounts 

(1,330) 

(1,185) 

Total  allocated  to  Bank 

$192,712 

$169,259 

Total  SOMA  securities  bought 

outright  were 

$483,902  million  and 

$456,667  million  at  December  31,  1999,  and  December  31,  1998,  respectively. 


The  maturities  ofU.S.  government  and  federal  agency  securities  bought  outright, 
which  were  allocated  to  the  Bank  at  December  31,  1999,  were  as  follows: 


Maturities  of  Securities  Held 

Par  Value  (in  Millions) 

U.S.  Government 

Securities 

Federal  Agency 
Obligations 

Total 

Within  15  days 

$  1,844 

$  — 

$  1,844 

16  days  to  90  days 

36,606 

12 

36,618 

91  days  to  1  year 

55,701 

8 

55,709 

Over  1  year  to  5  years 

49,450 

4 

49,454 

Over  5  years  to  10  years 

20,353 

48 

20,401 

Over  10  years 

26,392 

— 

26,392 

Total 

$190,346 

$72 

$190,418 
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Securities  held  by  the  Bank  under  agreements  to  resell  at  December  31,  1999, 
totaled  $140,640  million,  which  consisted  entirely  of  agreements  through  third- 
party  custodial  arrangements  and  are  reported  as  Securities  purchased  under 
agreements  to  resell  (tri-party).”  Securities  held  under  agreements  to  resell  at 
December  31,  1998,  totaled  $32,244  million  and  are  included  in  “U.S.  government 
and  federal  agency  securities,  net.” 

In  August  1999,  the  FOMC  extended  the  maximum  permissible  maturity  for 
securities  purchased  under  agreements  to  resell  from  sixty  days  to  ninety  days. 

At  December  31,  1999,  and  December  31,  1998,  matched  sale-purchase  trans¬ 
actions  involving  U.S.  government  securities  with  par  values  of  $39,182  million 
and  $20,927  million,  respectively,  were  outstanding,  of  which  $15,604  million  and 
$7,756  million  were  allocated  to  the  Bank.  Matched  sale-purchase  transactions  are 
generally  overnight  arrangements. 

At  December  31,  1999,  and  December  31,  1998,  U.S.  government  securities 
with  par  values  of  $2,061  million  and  $290  million,  respectively,  were  loaned  by 
the  Bank. 


Option  contracts  that  were  held  on  overnight  repurchase  agreements  at 
December  31,  1999,  were  as  follows: 


Amount  (in  Millions) 

December  30,  1999- 

January  6,  2000— 

January  5,  2000 

January  12,  2000 

Outstanding  options 

$222,950 

$144,000 

5.  INVESTMENTS  DENOMINATED  IN  FOREIGN  CURRENCIES 
The  Bank,  on  behalf  of  the  Reserve  Banks,  holds  foreign  currency  deposits  with  for¬ 
eign  central  banks  and  the  Bank  for  International  Settlements  and  invests  in  foreign 
government  debt  instruments.  Foreign  government  debt  instruments  held  include 
both  securities  bought  outright  and  securities  held  under  agreements  to  resell.  These 
investments  are  guaranteed  as  to  principal  and  interest  by  the  foreign  governments. 
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Each  Reserve  Bank  is  allocated  a  share  of  foreign-currency-denominated  assets, 
the  related  interest  income,  and  realized  and  unrealized  foreign  currency  gains  and 
losses,  with  the  exception  of  unrealized  gains  and  losses  on  FX  swaps  and  ware¬ 
housing  transactions.  This  allocation  is  based  on  the  ratio  of  each  Reserve  Bank’s 
capital  and  surplus  to  aggregate  capital  and  surplus  at  the  preceding  December  31. 
The  Bank’s  allocated  share  of  investments  denominated  in  foreign  currencies  was 
approximately  20.302  percent  and  20.305  percent  at  December  31,  1999,  and 
December  31,  1998,  respectively. 

The  Bank’s  allocated  share  of  investments  denominated  in  foreign  currencies, 
valued  at  current  exchange  rates  at  December  31,  1999,  and  December  31,  1998, 
were  as  follows: 


Amount  (in  Millions) 

1999 

1998 

German  marks: 

Foreign  currency  deposits 
Government  debt  instruments 

$  — 

$2,122 

including  agreements  to  resell 
European  Union  euros: 

— 

482 

Foreign  currency  deposits 
Government  debt  instruments 

880 

— 

including  agreements  to  resell 

515 

— 

Japanese  yen: 

Foreign  currency  deposits 
Government  debt  instruments 

66 

135 

including  agreements  to  resell 

1,806 

1,258 

Accrued  interest 

10 

5 

Total 

$3,277 

$  4,002 

Total  investments  denominated  in  foreign  currencies  were  $16,140  million 
and  $19,769  million  at  December  31,  1999,  and  December  31,  1998,  respectively. 
The  1998  balance  includes  $15  million  in  unearned  interest  collected  on  certain 
foreign  currency  holdings  that  is  allocated  solely  to  the  Bank. 
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The  maturities  of  investments  denominated  in  foreign  currencies  that  were 
allocated  to  the  Bank  at  December  31,  1999,  were  as  follows: 


Maturities  of  Investments 

Denominated  in  Foreign  Currencies 

Amount  (in  Millions) 

Within  1  year 

$  3,060 

Over  1  year  to  5  years 

101 

Over  5  years  to  1 0  years 

116 

Over  10  years 

— 

Total 

$  3,277 

At  December  31,  1999,  and  December  31,  1998,  there  were  no 

open  foreign 

exchange  contracts  or  outstanding  FX  swaps. 

At  December  31,  1999,  and  December  31,  1998,  the  warehousing  facility  was 

$5,000  million,  with  zero  outstanding. 

6.  BANK  PREMISES  AND  EQUIPMENT 

A  summary  of  bank  premises  and  equipment  at  December  31,1 999,  and  December  3 1 , 

1998,  is  as  follows: 

Amount  (in  Millions) 

1999 

1998 

Bank  premises  and  equipment: 

Land 

$  21 

$  21 

Buildings 

160 

143 

Building  machinery  and  equipment 

50 

49 

Construction  in  progress 

7 

3 

Furniture  and  equipment 

213 

198 

Subtotal 

451 

41 4 

Accumulated  depreciation 

(197) 

(173) 

Bank  premises  and  equipment,  net 

$254 

$241 

Note:  Depreciation  expense  was  $32  million  and  $31  million  for  the 

years  ended 

December  31,  1999,  and  December  31,  1998,  respectively. 
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7.  COMMITMENTS  AND  CONTINGENCIES 

At  December  31,  1999,  the  Bank  was  obligated  under  noncancelable  leases  for 
premises  and  equipment  with  terms  ranging  from  one  to  approximately  twenty-four 
years.  These  leases  provide  for  increased  rentals  based  upon  increases  in  real  estate 
taxes,  operating  costs,  or  selected  price  indices. 

Rental  expense  under  operating  leases  for  certain  operating  facilities,  ware¬ 
houses,  and  data  processing  and  office  equipment  (including  taxes,  insurance,  and 
maintenance  when  included  in  rent),  net  of  sublease  rentals,  was  $16  million  and 
$12  million  for  the  years  ended  December  31,  1999,  and  December  31,  1998, 
respectively.  Certain  of  the  Bank’s  leases  have  options  to  renew. 


Future  minimum  rental  payments  under  noncancelable  operating  leases,  net  of 
sublease  rentals  with  terms  of  one  year  or  more,  at  December  31,  1999,  were: 


Amount  (in  Millions) 

2000 

$  4.4 

2001 

4.4 

2002 

4.4 

2003 

4.6 

2004 

5.1 

Thereafter 

112.2 

$  135.1 

At  December  31,  1999,  there  were  no  other  commitments  and  long-term 
obligations  in  excess  of  one  year. 

Under  the  Insurance  Agreement  of  the  Federal  Reserve  Banks  dated  March  2, 
1999,  each  of  the  Reserve  Banks  has  agreed  to  bear,  on  a  per  incident  basis,  a 
pro  rata  share  of  losses  in  excess  of  1  percent  of  the  capital  paid-in  of  the  claiming 
Reserve  Bank,  up  to  50  percent  of  the  total  capital  paid-in  of  all  Reserve  Banks. 
Losses  are  borne  in  the  ratio  that  a  Reserve  Bank’s  capital  paid-in  bears  to  the 
total  capital  paid-in  of  all  Reserve  Banks  at  the  beginning  of  the  calendar  year  in 
which  the  loss  is  shared.  No  claims  were  outstanding  under  such  agreement  at 
December  31,  1999,  or  December  31,  1998. 
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The  Bank  is  involved  in  certain  legal  actions  and  claims  arising  in  the  ordinary 
course  of  business.  Although  it  is  difficult  to  predict  the  ultimate  outcome  of  these 
actions,  in  management’s  opinion,  based  on  discussions  with  counsel,  the  afore¬ 
mentioned  litigation  and  claims  will  be  resolved  without  material  adverse  effect  on 
the  financial  position  or  results  of  operations  of  the  Bank. 

8.  RETIREMENT  AND  THRIFT  PLANS 
Retirement  Plans 

The  Bank  currendy  offers  two  defined  benefit  retirement  plans  to  its  employees, 
based  on  length  of  service  and  level  of  compensation.  Substantially  all  of  the  Reserve 
Banks’  employees  participate  in  the  Retirement  Plan  for  Employees  of  the  Federal 
Reserve  System  (“System  Plan”)  and  the  Benefit  Equalization  Retirement  Plan 
(“BEP”). 

The  System  Plan  is  a  multi-employer  plan  with  contributions  fully  funded  by 
participating  employers.  No  separate  accounting  is  maintained  of  assets  con¬ 
tributed  by  the  participating  employers.  The  Federal  Reserve  Bank  of  New  York 
acts  as  the  sponsor  of  this  plan.  The  prepaid  pension  cost  includes  amounts  related 
to  employees  participating  in  the  plans  from  the  twelve  Reserve  Banks,  the  Board 
of  Governors,  and  the  Plan  Administrative  Office. 


Following  is  a  reconciliation  of  the  beginning  and  ending  balances  of  the  System 
Plan  benefit  obligation: 


Amount  (in 

Millions) 

1999 

1998 

Estimated  actuarial  present  value  of  projected 
benefit  obligation  at  January  1 

$2,774 

$2,476 

Service  cost — benefits  earned  during  the  period 

89 

79 

Interest  cost  on  projected  benefit  obligation 

169 

169 

Actuarial  (gain)  loss 

(330) 

140 

Contributions  by  plan  participants 

3 

4 

Benefits  paid 

(129) 

(125) 

Plan  amendments 

— 

31 

Estimated  actuarial  present  value 
of  projected  benefit  obligation 
at  December  3 1 

$2,576 

$2,774 
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Following  is  a  reconciliation  showing  the  beginning  and  ending  balances  of  the 
System  Plan  assets,  the  funded  status,  and  the  prepaid  pension  benefit  cost: 


Amount  (in  Millions) 

1999  1998 

Estimated  fair  value  of  plan  assets  at  January  1 

$5,798 

$5,031 

Actual  return  on  plan  assets 

484 

888 

Contributions  by  employer 

— 

— 

Contributions  by  plan  participants 

3 

4 

Benefits  paid 

Estimated  fair  value  of  plan  assets 

(129) 

(125) 

at  December  3 1 

$6,156 

$5,798 

Funded  status 

3,580 

3,024 

Unrecognized  initial  net  transition  obligation 

(91) 

(136) 

Unrecognized  prior  service  cost 

136 

152 

Unrecognized  net  actuarial  (gain) 

(1,767) 

(1,549) 

Prepaid  pension  benefit  cost 

$1,858 

$1,491 

Note:  Prepaid  pension  benefit  cost  is  reported  as  “Federal  Reserve  System 
prepaid  pension  benefit  cost.” 

The  weighted-average  assumptions  used  in 
obligation  for  the  System  Plan  are  as  follows: 

developing  the  pension  benefit 

1999 

1998 

Discount  rate 

Expected  long-term  rate  of  return 

7.50% 

6.25% 

on  plan  assets 

9.00% 

9.00% 

Rate  of  compensation  increase 

5.00% 

4.25% 
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The  components  of  the  net  periodic  pension  benefit  credit  for  the  System  Plan 
as  of  December  31,  1999,  and  December  31,  1998,  are  shown  below: 


Amount  (in  Millions) 

1999  1998 

Service  cost— benefits  earned  during  the  period 

$  89 

$  79 

Interest  cost  on  projected  benefit  obligation 

169 

169 

Amortization  of  initial  net  transition  obligation 

(45) 

(45) 

Amortization  of  prior  service  cost 

16 

15 

Recognized  net  (gain) 

(76) 

(59) 

Expected  return  on  plan  assets 

(520) 

(448) 

Net  periodic  pension  benefit  (credit) 

$  (367) 

$(289) 

Note:  Net  periodic  pension  benefit  (credit)  is  re 

ported  as  ‘ 

‘Net  periodic 

pension  credit.” 

The  Reserve  Banks’  projected  benefit  obligation  and  net  pension  costs  for  the 
BEP  at  December  31,  1999,  and  December  31,  1998,  and  for  the  years  then  ended, 
are  not  material. 

Thrift  Plan 

Employees  of  the  Reserve  Banks  may  also  participate  in  the  defined  contribution 
Thrift  Plan  for  Employees  of  the  Federal  Reserve  System  (“Thrift  Plan”).  The 
Bank’s  Thrift  Plan  contributions  totaled  $9  million  for  each  of  the  years  ended 
December  31,  1999,  and  December  31,  1998,  respectively,  and  are  reported  as  a 
component  of  “Salaries  and  other  benefits.” 

9.  POSTRETIREMENT  BENEFITS  OTHER  THAN  PENSIONS 
AND  POSTEMPLOYMENT  BENEFITS 

Postretirement  Benefits  Other  Than  Pensions 

In  addition  to  the  Bank’s  retirement  plans,  employees  who  have  met  certain  age  and 
length  of  service  requirements  are  eligible  for  both  medical  benefits  and  life  insur¬ 
ance  coverage  during  retirement. 

The  Bank  funds  benefits  payable  under  the  medical  and  life  insurance  plans  as 
due  and,  accordingly,  has  no  plan  assets.  Net  postretirement  benefit  cost  is  actuari- 
ally  determined  using  a  January  1  measurement  date. 
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Following  is  a  reconciliation  of  the  beginning  and  ending  balances  of  the 
benefit  obligation: 


Amount  (in 

1999 

Millions) 

1998 

Accumulated  postretirement  benefit  obligation 

at  January  1 

$  129.2 

$  121.0 

Service  cost — benefits  earned  during  the  period 

3.8 

2.8 

Interest  cost  of  accumulated  benefit  obligation 

8.0 

7.7 

Actuarial  (gain)  loss 

(7.2) 

3.0 

Contributions  by  plan  participants 

0.5 

0.4 

Benefits  paid 

(5.8) 

(5.7) 

Accumulated  postretirement  benefit 

obligation  at  December  3 1 

$128.5 

$129.2 

Following  is  a  reconciliation  of  the  beginning  and  ending  balances  of  the  plan 

assets,  unfunded  postretirement  benefit  obligation,  and  the  accrued  postretirement 

benefit  cost: 

Amount  (in 

1999 

Millions) 

1998 

Fair  value  of  plan  assets  at  January  1 

$  — 

$  — 

Actual  return  on  plan  assets 

— 

— 

Contributions  by  the  employer 

5.3 

5.3 

Contributions  by  plan  participants 

0.5 

0.4 

Benefits  paid 

(5.8) 

(5.7) 

Fair  value  of  plan  assets  at  December  3 1 

$  — 

$  — 

Unfunded  postretirement  benefit  obligation 

128.5 

129.2 

Unrecognized  prior  service  cost 

0.8 

0.9 

Unrecognized  net  actuarial  gain 

9.1 

1.9 

Accrued  postretirement  benefit  cost 

$138.4 

$132.0 

Note:  Accrued  postretirement  benefit  cost  is 

reported  as  a  component  of 

“Accrued  benefit  cost.” 
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The  weighted-average  assumption  used  in  developing  the  postretirement  benefit 
obligation  as  of  December  31,  1999,  and  December  31,  1998,  was  7.5  percent  and 
6.25  percent,  respectively. 

For  measurement  purposes,  an  8.75  percent  annual  rate  of  increase  in  the  cost 
of  covered  health  care  benefits  was  assumed  for  2000.  Ultimately,  the  health  care 
cost  trend  rate  is  expected  to  decrease  gradually  to  5.5  percent  by  2006  and  remain 
at  that  level  thereafter. 

Assumed  health  care  cost  trend  rates  have  a  significant  effect  on  the  amounts 
reported  for  health  care  plans.  A  one-percentage-point  change  in  assumed  health 
care  cost  trend  rates  would  have  the  following  effects  for  the  year  ended 
December  31,  1999: 


Amount  (in  Millions) 

One-Percentage-  One-Percentage- 
Point  Increase  Point  Decrease 

Effect  on  aggregate  of  service  and  interest 
cost  components  of  net  periodic 
postretirement  benefit  cost 

$  2.7 

$  (2.0) 

Effect  on  accumulated  postretirement 
benefit  obligation 

$20.4 

$(17.1) 

The  following  is  a  summary  of  the  components  of  net  periodic  postretirement 
benefit  cost  for  the  years  ended  December  31,  1999,  and  December  31,  1998: 

Amount  (in  Millions) 


_ _ 1999 _ 1998 

Service  cost — benefits  earned  during  the  period  $  3.8  $  2.8 

Interest  cost  of  accumulated  benefit  obligation  8.0  7.7 

Amortization  of  prior  service  cost  (0.1)  (0.1) 

Recognized  net  actuarial  gain  —  (0.2) 

Net  periodic  postretirement  benefit  cost  $  1 1.7  $  10.2 


Note:  Net  periodic  postretirement  benefit  cost  is  reported  as  a  component  of 
“Salaries  and  other  benefits.” 
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Postemployment  Benefits 

The  Reserve  Banks  offer  benefits  to  former  or  inactive  employees.  Postemployment  benefit  costs 
are  actuarially  determined  and  include  the  cost  of  medical  and  dental  insurance,  survivor  income, 
and  disability  benefits.  Costs  were  projected  using  the  same  discount  rate  and  health  care  trend 
rates  as  were  used  for  projecting  postretirement  costs.  The  accrued  postemployment  benefit  costs 
recognized  by  the  Bank  at  December  31,  1999,  and  December  31,  1998,  were  $20  million  and 
$19  million,  respectively.  This  cost  is  included  as  a  component  of  “Accrued  benefit  cost.”  Net 
periodic  postemployment  benefit  costs  included  in  1999  and  1998  operating  expenses  were 
$5  million  for  each  year. 
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CHANGES  IN  DIRECTORS 
2000 


Member  banks  in  this  District  reelected 
GEORGE  W.  HAMLIN,  IV,  a  class  A  director 
of  this  Bank  for  a  three-year  term  beginning 
January  2000.  Mr.  Hamlin,  who  is  President  and 
Chief  Executive  Officer  of  The  Canandaigua 
National  Bank  and  Trust  Company, 
Canandaigua,  N.Y.,  has  been  serving  as  a  class  A 
director  since  January  1997.  Prior  to  that, 
Mr.  Hamlin  served  as  a  director  of  the  Buffalo 
Branch  of  this  Bank,  from  1993  through  1996. 

Member  banks  in  this  District  also  reelected 
ANN  M.  FUDGE  a  class  B  director  of  this 
Bank  for  a  three-year  term  beginning  January 
2000.  Ms.  Fudge,  who  is  Executive  Vice 
President,  Kraft  Foods,  Inc.,  and  President  of 
its  Coffee  &  Cereals  Division,  Tarrytown, 
N.Y.,  has  been  serving  as  a  class  B  director  since 
October  1996. 

The  Board  of  Governors  of  the  Federal 
Reserve  System  appointed  ALBERT  J. 
SIMONE  a  class  C  director  of  this  Bank  for 
a  three-year  term  beginning  January  2000. 
Dr.  Simone  is  President  of  the  Rochester 
Institute  of  Technology,  Rochester,  N.Y.  As  a 
member  of  this  Bank’s  Board,  he  succeeds 
John  C.  Whitehead,  formerly  Chairman  of 
Goldman,  Sachs  &  Co.,  Inc.,  New  York,  N.Y., 
who  served  as  a  class  C  director  since  Sep¬ 
tember  1995  and  as  Chairman  and  Federal 
Reserve  Agent  since  January  1996. 


The  Board  of  Governors  designated 
PETER  G.  PETERSON  Chairman  of  the 
Board  and  Federal  Reserve  Agent  for  the  year 
2000.  Mr.  Peterson,  who  is  Chairman  of  The 
Blackstone  Group,  New  York,  N.Y.,  has  been 
serving  as  a  class  C  director  since  January  1996 
and  as  Deputy  Chairman  since  November 
1998. 

The  Board  of  Governors  also  designated 
CHARLES  A.  HEIMBOLD,  JR.,  Deputy 
Chairman  for  the  year  2000.  Mr.  Heimbold, 
who  is  Chairman  and  Chief  Executive  Officer 
of  Bristol-Myers  Squibb  Company,  New  York, 
N.Y.,  has  been  serving  as  a  class  C  director 
since  July  1999.  As  a  class  C  director,  he 
replaced  Thomas  W  Jones,  who  had  resigned 
from  the  Bank’s  Board. 

BUFFALO  BRANCH 

The  Board  of  Governors  reappointed 
PATRICK  P.  LEE  a  director  of  the  Buffalo 
Branch  for  a  three-year  term  beginning  January 
2000.  Mr.  Lee,  who  is  Chairman  and  Chief 
Executive  Officer  of  International  Motion 
Control,  Inc.,  Buffalo,  N.Y.,  has  been  serving 
as  a  Branch  director  since  January  1997. 

The  Board  of  Directors  of  this  Bank 
redesignated  BAL  DIXIT  Chairman  of  the 
Board  of  the  Buffalo  Branch  for  the  year  2000. 
Mr.  Dixit,  who  is  President  and  Chief 
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Executive  Officer  of  Newtex  Industries,  Inc., 
Victor,  N.Y.,  has  been  serving  as  a  director  of 
the  Branch  since  January  1996  and  as 
Chairman  of  the  Branch  Board  since  January 
1997. 

The  Board  of  Directors  of  this  Bank 
appointed  GERALDINE  OCHOCINSKA  a 
Branch  director  for  a  three-year  term  begin¬ 


ning  January  2000.  Ms.  Ochocinska  is 
Regional  Director,  Region  9,  United  Auto 
Workers,  Buffalo,  N.Y.  On  the  Branch  Board, 
she  succeeds  Louise  Woerner,  Chairman  and 
Chief  Executive  Officer  of  HCR,  Rochester, 
N.Y.,  who  served  as  a  director  of  the  Buffalo 
Branch  since  January  1994. 
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DIRECTORS  OF  THE  FEDERAL  RESERVE  BANK 
OF  NEW  YORK 


DIRECTORS 

TERM  EXPIRES  DEC.  31 

CLASS 

GEORGE  W.  HAMLIN,  IV 

President  and  Chief  Executive  Officer 

The  Canandaigua  National  Bank  and  Trust  Company, 
Canandaigua,  N.Y. 

1999 

A 

WALTER  V.  SHIPLEY 

Chairman 

The  Chase  Manhattan  Corporation,  New  York,  N.Y. 

2000 

A 

RICHARD  L.  CARRION 

Chairman,  President,  and  Chief  Executive  Officer 

Banco  Popular  de  Puerto  Rico,  San  Juan,  PR. 

2001 

A 

ANN  M.  FUDGE 

1999 

B 

Executive  Vice  President 
Kraft  Foods,  Inc.,  and 
President 

Coffee  &  Cereals  Division,  Tarrytown,  N.Y. 

EUGENE  R.  McGRATH  2000  B 

Chairman,  President,  and  Chief  Executive  Officer 
Consolidated  Edison  Company  of  New  York,  Inc., 

New  York,  N.Y. 

RONAY  MENSCHEL  2001  B 

President 

Phipps  Houses,  New  York,  N.Y. 

JOHN  C.  WHITEHEAD,  Chairman  and  Federal  Reserve  Agent  1999  C 

Former  Chairman 

Goldman,  Sachs  &  Co.,  Inc.,  New  York,  N.Y. 

CHARLES  A.  HEIMBOLD,  JR.  2000  C 

Chairman  and  Chief  Executive  Officer 
Bristol-Myers  Squibb  Company,  New  York,  N.Y. 

2001  C 


PETER  G.  PETERSON,  Deputy  Chairman 
Chairman 

The  Blackstone  Group,  New  York,  N.Y. 
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DIRECTORS 
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Buffalo  Branch 


PATRICK  P.  LEE  1999 

Chairman  and  Chief  Executive  Officer 
International  Motion  Control,  Inc.,  Buffalo,  N.Y. 

LOUISE  WOERNER  1999 

Chairman  and  Chief  Executive  Officer 
HCR,  Rochester,  N.Y. 

JOHN  E.  FRIEDLANDER  2000 

President  and  Chief  Executive  Officer 
Kaleida  Health,  Buffalo,  N.Y. 

MAUREEN  TORREY  MARSHALL  2000 

Co-Oumer 

Torrey  Farms,  Inc.,  Elba,  N.Y. 

WILLIAM  E.  SWAN  2000 

President  and  Chief  Executive  Officer 
Lockport  Savings  Bank,  Lockport,  N.Y. 

BAL  DIXIT,  Chairman  2001 

President  and  Chief  Executive  Officer 
Newtex  Industries,  Inc.,  Victor,  N.Y. 

KATHLEEN  R.  WHELEHAN  2001 


Executive  Vice  President,  Consumer  Finance  Division 
HSBC,  Buffalo,  N.Y. 


Advisory 

Groups 
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ADVISORY  GROUPS 

FEDERAL  ADVISORY  COUNCIL 

Second  District  Member 
DOUGLAS  A.  WARNER  III 
Chairman,  President,  and  Chief  Executive  Officer 
J.R  Morgan  &  Co.  Incorporated,  New  York,  N.Y. 

ECONOMIC  ADVISORY  PANEL 

JAMES  ANNABLE 
Bank  One  Corporation 

BEN  S.  BERNANKE 
Princeton  University 

STEPHEN  G.  CECCHETTI 
Ohio  State  University 

RUDIGER  W.  DORNBUSCH 
Massachusetts  Institute  of  Technology 

MARTIN  S.  FELDSTEIN 
Harvard  University 

BENJAMIN  M.  FRIEDMAN 
Harvard  University 

GLENN  HUBBARD 
Columbia  University 


Alternate  Member 
MICHAEL  E.  PATTERSON 
Vice  Chairman 

J.P.  Morgan  &  Co.  Incorporated,  New  York,  N.Y. 

PETER  B.  KENEN 
Princeton  University 

MICKEY  LEVY 
Bank  of  America 

FREDERIC  MISHKIN 
Columbia  University 

ROBERT  J.  SHILLER 
Yale  University 

WILLIAM  L.  SILBER 
New  York  University 

JOHN  TAYLOR 
Stanford  University 


ADVISORY  COUNCIL  ON  SMALL  BUSINESS  AND  AGRICULTURE 


Chairman 
CRAIG  YUNKER 
CY  Farms,  Elba,  N.Y. 

JOEL  CARTUN 

President  and  Chief  Executive  Officer 
Vestcom  International  Inc.,  West  Caldwell,  N.J. 

WILLARD  DE  GOLYER 

President 

Table  Rock  Farm,  Inc.,  Castile,  N.Y. 

MAGGIE  DELIA 
Chief  Executive  Officer 

Space  Age  Aviation,  Inc.,  Franklin  Lakes,  N.J. 

DICKSON  L.  HEE 

President  and  Chief  Executive  Officer 

Hong  Hop  Noodle  Company,  New  York,  N.Y. 


DAVID  LANDSBERGER 

President 

Bel-Art  Products,  Pequannock,  N.J. 

PETER  POWERS 

President  and  Chief  Executive  Officer 

Clearplass  Containers,  Inc.,  Penn  Yan,  N.Y. 

MARGARET  ROWLETT 
President 

A-l  Resources,  Providence,  N.J. 

TAMA  STARR 
President 

Artkraft  Strauss,  New  York,  N.Y. 
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INTERNATIONAL  CAPITAL  MARKETS  ADVISORY  COMMITTEE 
SIR  JOHN  R.  H.  BOND  HENRY  KAUFMAN 


President 

Henry  Kaufman  &  Company,  Inc. 
New  York,  N.Y. 


Group  Chairman 
HSBC  Holdings  pic 
London,  United  Kingdom 

EMILIO  BOTIN 
President 

Banco  Santander  Central  Hispano,  S.A. 
Madrid,  Spain 

WILLIAM  J.  BRODSKY 
Chairman  and  Chief  Executive  Officer 
Chicago  Board  Options  Exchange 
Chicago,  Ill. 

DR.  ULRICH  CARTELLIERI 
Member  of  the  Supervisory  Board 
Deutsche  Bank  AG 
Frankfurt,  Germany 

RICHARD  A.  GRASSO 
Chairman  and  Chief  Executive  Officer 
New  York  Stock  Exchange,  Inc. 

New  York,  N.Y. 

ING.  RICARDO  GUAJARDO  TOUCHE 
Chief  Executive  Officer 
Bancomer,  S.A. 

Mexico  City,  Mexico 

GERD  HAUSLER 

Member  of  the  Board  of  Managing  Directors 
Dresdner  Bank  Aktiengesellschaft 
Frankfurt,  Germany 

JOHN  G.  HEIMANN 
Chairman,  Financial  Stability  Institute 
Bank  for  International  Settlements 
New  York,  N.Y. 

JOHN  S.  HUNKIN 
Chairman  and  Chief  Executive  Officer 
Canadian  Imperial  Bank  of  Commerce 
Toronto,  Canada 

P.  JAN  KALFF 

Chairman  of  the  Managing  Board 
ABN  AMRO  Bank  N.V. 

Amsterdam,  the  Netherlands 


DAVID  H.  KOMANSKY 
Chairman  and  Chief  Executive  Officer 
Merrill  Lynch  &  Co.,  Inc. 

New  York,  N.Y. 

DONALD  H.  LAYTON 
Vice  Chairman 

The  Chase  Manhattan  Corporation 
New  York,  N.Y. 

DR.  THE  HONORABLE  DAVID  K.  P.  LI 
Chairman  and  Chief  Executive 
The  Bank  of  East  Asia,  Limited 
Hong  Kong,  China 

KENNETH  LIPPER 
Chairman 

Lipper  &  Company,  L.P 
New  York,  N.Y. 

TOSHIO  MORIKAWA 
Chairman  of  the  Board 
The  Sumitomo  Bank,  Limited 
Tokyo,  Japan 

MARCEL  OSPEL 

President  and  Group  Chief  Executive  Officer 
UBS  AG 

Zurich,  Switzerland 

MICHEL  J.  D.  PEBEREAU 
Chairman  and  Chief  Executive  Officer 
Banque  Nationale  de  Paris 
Paris,  France 

H.  ONNO  RUDING 
Vice  Chairman  and  Director 
Citibank,  N.A. 

New  York,  N.Y. 

JOHN  A.  THAIN 

President  and  Co-Chief  Operating  Officer 
The  Goldman  Sachs  Group,  Inc. 

New  York,  N.Y. 
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KURT  F.  VIERMETZ 

Chairman  of  the  Supervisory  Board 

Bayerische  Hypo-  und  Vereinsbank  AG 

Munich,  Germany 

ALLEN  D.  WHEAT 

Chairman  and  Chief  Executive  Officer 

Credit  Suisse  First  Boston  Corporation 

New  York,  N.Y. 

DOUGLAS  A.  WARNER  III 

Chairman  and  Chief  Executive  Officer 

J.P.  Morgan  &  Co.,  Incorporated 

New  York,  N.Y. 

THRIFT  INSTITUTIONS  ADVISORY  PANEL 


GEORGE  L.  ENGELKE,  JR. 

Chairman,  President,  and  Chief  Executive  Officer 
Astoria  Federal  Savings  and  Loan  Asociation 

Lake  Success,  N.Y. 

KATHRYN  S.  HEAD 

President 

First  Financial  Savings 

Woodbridge,  N.J. 

CHARLES  F.  FROSCH 

President  and  Chief  Executive  Officer 

Union  Savings  Bank 

Danbury,  Conn. 

JOSEPH  P.  HERBST 

President  and  Chief  Executive  Officer 

Empire  Corporate  Federal  Credit  Union 

Abany,  N.Y. 

EDWARD  C.  GIBNEY 

President 

Boiling  Springs  Savings  Bank 

Rutherford,  N.J. 

JOSEPH  L.  MANCINO 

Chairman,  President,  and  Chief  Executive  Officer 

The  Roslyn  Savings  Bank 

Roslyn,  N.Y. 

LEONARD  S.  GUDELSKI 

Chairman  and  Chief  Executive  Officer 

Hudson  City  Savings  Bank 

Paramus,  N.J. 

WILLIAM  E.  SWAN 

President  and  Chief  Executive  Officer 

Lockport  Savings  Bank 

Lockport,  N.Y. 

CHARLES  J.  HAMM 

Chairman,  President,  and  Chief  Executive  Officer 
Independence  Community  Bank 

Brooklyn,  N.Y. 
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OFFICERS  OF  THE  FEDERAL  RESERVE  BANK 
OF  NEW  YORK 

(As  of  December  3 1 ,  1999) 


WILLIAM  J.  McDONOUGH,  President  JAMIE  B.  STEWART,  JR.,  First  Vice  President 


THOMAS  C.  BAXTER,  JR.,  General  Counsel  PETER  R.  FISHER,  Executive  Vice  President,  Markets 

and  Executive  Vice  President,  Legal 

KATHLEEN  A.  O’NEIL,  Executive  Vice  President, 
TERRENCE  J.  CHECKI,  Executive  Vice  President,  Financial  Services 
Emerging  Markets  and  International  Affairs 

WILLIAM  L.  RUTLEDGE,  Executive  Vice  President, 
CHRISTINE  M.  CUMMING,  Executive  Vice  President  Bank  Supervision 
and  Director  of  Research,  Research  and  Market  Analysis 

ISRAEL  SENDROVIC,  Executive  Vice  President, 
SUZANNE  CUTLER,  Executive  Vice  President,  Automation  and  Systems  Services 

Administrative  Services 

CHESTER  B.  FELDBERG,  Executive  Vice  President, 

Bank  Supervision 


ADMINISTRATIVE  SERVICES  GROUP 
SUZANNE  CUTLER,  Executive  Vice  President 

Accounting 

NIRMAL  V.  MANERIKAR,  Vice  President 
Human  Resources 

ROBERT  C.  SCRIVANI,  Senior  Vice  President 
ELIZABETH  G.  MINDLIN,  Vice  President 
GERALD  L.  STAGG,  M.D.,  Medical  Director 
EVELYN  E.  RENDER,  Assistant  Vice  President 

Planning  and  Control 

FRANK  C.  EISEMAN,  Vice  President 

ROBERT  M.  POFSKY,  Assistant  Vice  President 


LEON  R.  HOLMES,  Assistant  Vice  President 

RONA  B.  STEIN,  Assistant  Vice  President 
SHARON  T.  WONG,  Assistant  Vice  President 
JOANNE  M.  VALKOVIC,  Human  Resources  Officer 


JANE  W.  THOMAS,  Assistant  Vice  President 
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ADMINISTRATIVE  SERVICES  GROUP  (Continued) 


Service 

ROBERT  V.  MURRAY,  Vice  President 
MARTIN  P.  CUSICK,  Assistant  Vice  President 

AUDIT 

DAVID  J.  SHEEHE,  General  Auditor 
and  Senior  Vice  President 

ROBERT  J.  AMBROSE,  Assistant  General  Auditor 
IRA  M.  LEVINSON,  Assistant  Vice  President 

AUTOMATION  AND  SYSTEMS  SERVICES 
ISRAEL  SENDROVIC,  Executive  Vice  President 

Building  Services 

DONALD  J.  ROHRBACH,  Vice  President 
JASON  M.  STERN,  Assistant  Vice  President 

Electronic  Security 

PAUL  S.  RAINES,  Vice  President 

Information  Technology 
PATRICIA  Y.  JUNG,  Senior  Vice  President 

STANLEY  BARWINSKI,  Assistant  Vice  President 
JEFFREY  KLEIN,  Assistant  Vice  President 
ISAAC  B.  OBSTFELD,  Assistant  Vice  President 
FLARRY  M.  ZIMBALIST,  Assistant  Vice  President 

Network  and  Data  Center  Operations 
PATRICIA  Y.  JUNG,  Senior  Vice  President 

PETER  M.  GORDON,  Vice  President 
JEFFREY  C.  BLYE,  Assistant  Vice  President 


JOSEPH  R.  PRANCL,  JR.,  Services  Officer 


EDWARD  J.  CHURNEY,  Audit  Officer 
VICTORIA  MICHITSCH,  Audit  Officer 
DAVID  A.  TICK,  Audit  Officer 

GROUP 


EDWARD  F.  HALL,  Building  Services  Officer 
RICHARD  L.  PRISCO,  Building  Services  Officer 

RICHARD  P.  PASSADIN,  Assistant  Vice  President 

GLENN  H.  ABATEMARCO,  Automation  Officer 
CHRISTOPHER  M.  KELL,  Automation  Officer 
FRANCES  H.  RATNER,  Automation  Officer 


LENNOX  A.  MYRIE,  Assistant  Vice  President 
GERARD  P  COLLINS,  Automation  Officer 
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Strategic  Analysis  and  Technology  Training 

PAUL  S.  RAINES,  Vice  President 

NAHLA  S.  ALY,  Automation  Officer 

Systems  Development 

OM  P.  BAGAR1A,  Senior  Vice  President 

MARIE  J.  VEIT,  Assistant  Vice  President 

CLAUDIA  H.  COUCH,  Vice  President 

MIRIAM  I.  VIDAL,  Assistant  Vice  President 

MONIKA  K.  NOVIK,  Vice  President 

JEAN  BOLWELL,  Automation  Officer 

PETER  SMEJKAL,  Vice  President 

MICHAEL  J.  BURK,  Automation  Officer 

SCOTT  J.  CHASANOFE  Assistant  Vice  President 

SHUET  H.  DONG,  Automation  Officer 

IRA  KAHNER,  Assistant  Vice  President 

CHIN  YEH,  Automation  Officer 

BANK  SUPERVISION  GROUP 

CHESTER  B.  FELDBERG,  Executive  Vice  President 

WILLIAM  L.  RUTLEDGE,  Executive  Vice  President 

Advisory  and  Technical  Services 

NANCY  BERCOVICI,  Senior  Vice  President 

LORETTA  C.  BURKE,  Examining  Officer 

SARAH  J.  DAHLGREN,  Senior  Vice  President 

WILLIAM  C.  FRANCIS,  SR,  Examining  Officer 

GEORGE  R.  JUNCKER,  Vice  President 

JOSEPH  L.  GALATI  II,  Examining  Officer 

ROSEANN  STICHNOTH,  Vice  President 

RICHARD  HEESELER,  Examining  Officer 

ROBERT  W.  DABBS,  Assistant  Vice  President 

JAMES  KEOGH,  Examining  Officer 

KAUSAR  FiAMDANI,  Assistant  Vice  President 

TODD  WASZKELEWICZ,  Examining  Officer 

STEFAN  WALTER,  Assistant  Vice  President 

THOMAS  WINES,  Examining  Officer 

IRA  S.  ADLER,  Bank  Supervision  Officer 

BARBARA  J.  YELCICH,  Examining  Officer 

Bank  Analysis 

DARRYLL  HENDRICKS,  Senior  Vice  President 

KIM  P.  OLSON,  Assistant  Vice  President 

Banking  Applications 

BETSY  B.  WHITE,  Senior  Vice  President 

JAY  B.  BERNSTEIN,  Bank  Supervision  Officer 

JAMES  E.  BEIT,  Bank  Supervision  Officer 
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BANK  SUPERVISION  GROUP  (Continued) 


Banking  Trends 

FRED  C.  HERRIMAN,  JR.,  Senior  Vice  President 

LAURENCE  C.  BONNEMERE,  Assistant 
Vice  President 

Career  Development 

JAMES  K.  HODGETTS,  Senior  Vice  President 

Compliance  Examinations 

JAMES  K.  HODGETTS,  Senior  Vice  President 

ASSUNTA  MUGLIA,  Assistant  Vice  President 

BRIAN  E.  EARLY,  Examining  Officer 

Financial  Examinations 

CHRISTOPHER  J.  McCURDY,  Senior  Vice  President 
ROBERT  A.  O’SULLIVAN,  Senior  Vice  President 
BRIAN  L.  PETERS,  Senior  Vice  President 
RONA  POCKER,  Senior  Vice  President 
ROSEANN  STICHNOTH,  Vice  President 
MARIO  ABBATTISTA,  Assistant  Vice  President 
BERNARD  JACOBS,  Assistant  Vice  President 
THOMAS  A.  ORAVEZ,  Assistant  Vice  President 
JOHN  G.  RICKETTI,  Assistant  Vice  President 
ALBERT  TOSS,  Assistant  Vice  President 
ARTHUR  ANGULO,  Examining  Officer 
GREGORY  K.  CARROLL,  Examining  Officer 
ANTHONY  O.  CIRILLO,  Examining  Officer 
KEVIN  J.  CLARKE,  Examining  Officer 


JENNIFER  R.  ZARA,  Assistant  Vice  President 
RICHARD  H.  MEAD,  Bank  Supervision  Officer 


NICHOLAS  FARCO,  Examining  Officer 
CURTIS  C.  JOHNSON,  Examining  Officer 
JANICE  OSER,  Bank  Supervision  Officer 

T.  STUART  DESCH,  Examining  Officer 
DAVID  G.  DUDLEY,  Examining  Officer 
SHARON  FONG,  Bank  Supervision  Officer 
CAROLINE  J.  FRAWLEY,  Examining  Officer 
CARMINE  GIOIOSO,  Examining  Officer 
JOHN  A.  GRECO,  Examining  Officer 
ALEXANDER  HATZOPOULOS,  Examining  Officer 
DENNIS  A.  HERBST,  Examining  Officer 
HOMER  C.  HILL,  III,  Examining  Officer 
LEROY  McNALLY,  Examining  Officer 
JOHN  F.  REYNOLDS,  Examining  Officer 
JOHN  J.  RUOCCO,  Examining  Officer 
MARK  C.  SCAPP,  Examining  Officer 
LISA  M.  STEPHENS,  Examining  Officer 
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Supervision  Support 

ELAINE  D.  MAURIELLO,  Senior  Vice  President 

MARGARET  E.  BRUSH,  Bank  Supervision  Officer 

NATHAN  BEDNARSH,  Assistant  Vice  President 

JOHN  HEINZE,  Bank  Supervision  Officer 

MARK  E.  MINDLIN,  Assistant  Vice  President 

JEANNETTE  M.  PODGORSKI,  Bank  Supervision  Officer 

EMERGING  MARKETS  AND  INTERNATIONAL  AFFAIRS  GROUP 
TERRENCE  J.  CHECK!,  Executive  Vice  President 


Development  Studies  and  Foreign  Research 

LAWRENCE  M.  SWEET,  Vice  President 

JOHN  J.  CLARK,  JR.,  Assistant  Vice  President 

Financial  Markets  and  Institutions 

B.  GERARD  DAGES,  Assistant  Vice  President 

DANIEL  P.  KINNEY,  International  Officer 

International  Affairs 

MICHELE  S.  GODFREY,  Senior  Vice  President 

HOWARD  J.  HOWE,  Assistant  Vice  President 

EXECUTIVE  OFFICE 

WILLIAM  J.  McDONOUGH,  President 

JAMIE  B.  STEWART,  JR.,  First  Vice  President 

Credit  and  Risk  Management 

SARAH  DAHLGREN,  Senior  Vice  President 

LORRAINE  J.  PRENTIS,  Assistant  Vice  President 

DONALD  R.  ANDERSON,  Assistant  Vice  President 


Equal  Employment  Opportunity  Office 
HILDON  G.  JAMES,  Vice  President 

Information  Technology  Project  Office 
MICHAEL  J.  RECUPERO,  Vice  President 

STEVEN  J.  MANZARI,  Assistant  Vice  President 
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EXECUTIVE  OFFICE  (Continued) 


Internal  Consultancy  and  Risk  Management 
RICHARD  J.  GELSON,  Vice  President 

Office  of  Regional  and  Community  Affairs 
PETER  BAKSTANSKY,  Senior  Vice  President 

Public  Information 

PETER  BAKSTANSKY,  Senior  Vice  President 
STEVEN  R.  MALIN,  Assistant  Vice  President 
G.  DOUGLAS  TILLETT,  Assistant  Vice  President 

Secretary’s  Office 

JAMES  R.  HENNESSY,  Secretary  and  Vice  President 
HILDON  G.  JAMES,  Vice  President 

Wholesale  Payments  Product  Office 

DARA  HUNT,  Senior  Vice  President  and 
Wholesale  Payments  Product  Manager 

ELIZABETH  IRWIN-McCAUGHEY,  Vice  President 

Year  2000  Office 

JANET  K.  ROGERS,  Vice  President 

FINANCIAL  SERVICES  GROUP 
KATHLEEN  A.  O’NEIL,  Executive  Vice  President 

Buffalo  Branch 

CARL  W.  TURNIPSEED,  Senior  Vice  President 
and  Branch  Manager 

ROBERT  J.  McDONNELL,  Branch  Officer 


ELIZABETH  RODRIGUEZ  JACKSON,  Community 
Affairs  Officer 

MARGARET  G.  CARMODY,  Public  Information  Officer 
RAE  D.  ROSEN,  Public  Information  Officer 


SCOTT  D.  CORRIGAN,  Counsel  and  Assistant  Secretary 
MARYANN  MARON,  Assistant  Secretary 

ROBERT  T.  ASHMAN,  Assistant  Vice  President 


ANGUS  J.  KENNEDY,  Vice  President 

MATTHEW  J.  PUGLISI,  Senior  Technical  Advisor 

GARY  S.  WEINTRAUB,  Branch  Officer 
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Business  Development 

CARL  W.  TURNIPSEED,  Senior  Vice  President 
and  Branch  Manager 

PATRICIA  HILT,  Business  Development  Officer 

JEANNIE  V.  BARNETT,  Assistant  Vice  President 


Cash  and  Custody 

JOSEPH  P.  BOTTA,  Senior  Vice  President 

FELICIA  L.  WIGGIN,  Assistant  Vice  President 

L.  WENDY  WEBB,  Assistant  Vice  President 

ROBERT  G.  KRAUS,  Custody  Officer 

Check 

JOHN  E  SOBALA,  Senior  Vice  President 

MARY  ANNE  BANEVICIUS,  Check  Officer 

MICHAEL  L.  ZIMMERMAN,  Vice  President 

LOLA  S.  JUDGE,  Check  Officer 

THOMAS  P.  CONNOLLY,  Regional  Check  Manager 

THEODORE  T.  KURDES,  Check  Officer 

LARRY  WHITNEY,  Regional  Check  Manager 


East  Rutherford  Operations  Center 

JOHN  F.  SOBALA,  Senior  Vice  President 

JOSEPH  D.  J.  DEMARTINI,  EROC  Administrative 

Services  Officer 

Electronic  Payments 

HENRY  F.  WIENER,  Vice  President 

MICHAEL  W.  MOWBRAY,  Assistant  Vice  President 

GARY  M.  BERTONE,  Assistant  Vice  President 

GAIL  R.  ARMENDINGER,  Electronic  Payments  Officer 

GERALD  V.  LOMBARDO,  Assistant  Vice  President 


Fiscal  Services 

JOHN  F.  SOBALA,  Senior  Vice  President 

BETTY  S.  LAU,  Assistant  Vice  President 

GEORGE  W.  RYAN,  Vice  President 


Group  Support  Services 

DAVID  H.  FRIEDMAN,  Vice  President 

ANN  H.  HERON,  Group  Support  Services  Officer 
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LEGAL  GROUP 


THOMAS  C.  BAXTER,  JR.,  General  Counsel 
and  Executive  Vice  President 

JOYCE  M.  HANSEN,  Deputy  General  Counsel 
and  Senior  Vice  President 

THOMAS  H.  ROCHE,  Deputy  General  Counsel 
and  Senior  Vice  President 

RALEIGH  M.  TOZER,  Deputy  General  Counsel 
and  Senior  Vice  President 

HAERAN  KIM,  Counsel  and  Vice  President 

MARTIN  C.  GRANT,  Counsel  and  Vice  President 

STEPHANIE  A.  HELLER,  Counsel  and  Vice  President 

MICHAEL  NELSON,  Counsel  and  Vice  President 

JONATHAN  I.  POLK,  Counsel  and  Vice  President 

MICHAEL  F.  SILVA,  Counsel  and  Vice  President 

JOHN  S.  CASSIDY,  Counsel 

Protection 

NICHOLAS  L.  PROTO,  Investigation  and  Security 
Officer 

MARKETS  GROUP 

PETER  R.  FISHER,  Executive  Vice  President 

Accounting  and  Control 
GEORGE  G.  BENTLEY,  Vice  President 


SCOTT  CORRIGAN,  Counsel  and  Assistant  Secretary 

BRENDAN  GORMLEY,  Counsel 

MICHAEL  SCHUSSLER,  Counsel 

LORI  A.  BIENSTOCK,  Counsel 

MICHAEL  CAMPBELL,  Counsel 

DENLEY  Y.  S.  CHEW,  Counsel 

ERIC  L.  FOSTER,  Counsel 

KAREN  GIFFORD,  Counsel 

IVAN  HURWITZ,  Counsel 

JOSEPH  H.  SOMMER,  Counsel 

ROBERT  B.  TOOMEY,  Counsel 

DIANE  VIRZERA,  Counsel 

COLLEEN  E.  WESTBROOK,  Counsel 

EDMOND  J.  BORAN,  Protection  Officer 


MARIA  GRACE  AMBROSIO,  Markets  Officer 


Account  Relationship  Management 
FRANCIS  J.  REISCHACH,  Vice  President 
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Cash  Management,  Funds  and  Securities,  Fiduciary  and  Financial  Services,  and  Integration  Team 
PAULINE  E.  CHEN,  Senior  Vice  President  RICHARD  P.  DZINA,  Markets  Officer 


ANDREW  M.  DANZIG,  Assistant  Vice  President 

TIMOTHY  J.  FOGARTY,  Markets  Officer 

VALERIE  I.  RAINFORD,  Assistant  Vice  President 


Domestic  Reserves  Management  and  Discount 

SANDRA  C.  KRIEGER,  Senior  Vice  President 

R.  SPENCE  HILTON,  Assistant  Vice  President 

LAUREN  A.  HARGRAVES,  Vice  President 

JOHN  C.  PARTLAN,  Markets  Officer 

Foreign  Exchange 

DINO  KOS,  Senior  Vice  President 

LAURA  R.  WEIR,  Assistant  Vice  President 

DAVID  DUTTENHOFER,  JR.,  Assistant 

Vice  President 

ZAHRA  EL-MEKKAWY,  Markets  Officer * 

Government  Securities 

DEBORAH  A.  PERELMUTER,  Vice  President 

ROBERT  W.  ELSASSER,  Assistant  Vice  President 

ANNE  BAUM,  Assistant  Vice  President 


Markets  Group  Automation  Services 

MICHAEL  A.  MAFFATTONE,  Vice  President 

DOUGLAS  A.  THOMAS,  Markets  Officer 

THOMAS  I.  PIDERIT,  Markets  Officer 


Portfolio  Management  and  Investment  Services 

GEORGE  G.  BENTLEY,  Vice  President 

HELEN  E.  MUCCIOLO,  Markets  Officer 

Settlement  and  Accounting  Services 

FRANCIS  J.  REISCHACH,  Vice  President 

KENNETH  J.  GUENTNER,  Vice  President 

t  On  leave  of  absence. 
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RESEARCH  AND  MARKET  ANALYSIS  GROUP 

CHRISTINE  M.  CUMMING,  Executive  Vice  President 
and  Director  of  Research 


Banking  Studies 

BEVERLY  J.  HIRTLE,  Vice  President 
PHILIP  E.  STRAHAN,  Assistant  Vice  President 

Business  Conditions 

CHARLES  STEINDEL,  Senior  Vice  President 
Capital  Markets 

PAUL  B.  BENNETT,  Senior  Vice  President 
ARTURO  ESTRELLA,  Senior  Vice  President 
JOHN  KAMBHU,  Vice  President 
HAMID  MEHRAN,  Assistant  Vice  President 

Domestic  Research 
JOSEPH  S.  TRACY,  Vice  President 

ERICA  GROSHEN,  Assistant  Vice  President' 

JAMES  A.  KAHN,  Research  Officer 

International  Research 
DOROTHY  M.  SOBOL,  Vice  President 

Payments  Studies 

LAWRENCE  J.  RADECKI,  Assistant  Vice  President 
JOHN  WENNINGER,  Assistant  Vice  President 

Publications 

DOROTHY  M.  SOBOL,  Vice  President 


CARA  S.  LOWN,  Research  Officer 


RICHARD  W.  PEACH,  Vice  President 

PATRICIA  C.  MOSSER,  Assistant  Vice  President 
STAVROS  PERISTIANI,  Research  Officer 
ELI  M.  REMOLONA,  Research  Office P 


KENNETH  N.  KUTTNER,  Research  Officer 
JAMES  ORR,  Research  Officer 


LINDA  GOLDBERG,  Assistant  Vice  President 

JAMES  McANDREWS,  Research  Officer 
THEODORE  J.  LUBKE,  Research  Officer 


^  On  leave  of  absence. 
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Regional  Economics 

BARBARA  L.  WALTER,  Vice  President 


Research  Support 

BARBARA  L.  WALTER,  Vice  President 

BARBARA  D.  RUSSELL,  Research  Officer 

Statistics 

LEON  TAUB,  Vice  President 

PAULA  BETH  SCHWARTZBERG,  Statistics  Officer 

KENNETH  P.  LAMAR,  Assistant  Vice  President 
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